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MONDAY, AUGUST 27, 1945 


Unitep StaTEs SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON 
Pusuic Lanps AND SURVEYS, 
Casper, Wyo. 

The subcommittee met, pursuant to notice, at 10 a. m. in the United 
States district courtroom, Federal Building, Casper, Wyo., Senator 
Joseph C. O’Mahoney (chairman) presiding. | 

Present: Senator Joseph C. O’Mahoney and Senator Edward V. 
Robertson. 

Also present: Congressman Frank A. Barrett, of Wyoming; W. H. 
McMains, clerk, Senate Committee on Public Lands and Surveys: 
Harry M. Edelstein, Office of the Solicitor, Department of the Inte- 
rior; H. J. Duncan, Geological Survey, Department of the Interior; 
Max Ball, Petroleum Administration for War; and Pierre LaF leiche, 
Casper, Wyo. 

. Senator O’Mauoney. The subcommittee of the Senate Committee 
on Public Lands and Surveys, to whom was referred the bill S. 1236, 
to ee the development of oil and gas on the public domain, and 
on lands acquired for the Appalachian National Forest, and for other 
purposes, is now open. 

(S. 1236 is as follows:) 


[S. 1236, 79th Cong., 1st sess. ] 


A BILL To promote the development of oil and gas on the public domain and on lands 
acquired for the Appalachian National Forest, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1 of the Act approved Febru- 
ary 25, 1920 (41 Stat. 437; U. S. C., title 30, sec. 181), as amended, is amended 
by striking out the words “lands acquired under the Act known,as the Appa- 
lachian Forest Act, approved March 1, 1911, and.” 

SEc. 2. Sections 17, 27, 30, and 36, respectively, of the Act approved February 
25, 1920 (41 Stat. 487; U. S. C., title 30, secs. 226, 184, 187, and 192), as 
amended, are amended to read as follows: 

“Sec. 17. All lands subject to disposition under this Act which are known or 
believed to contain oil or gas deposits may be leased by the Secretary of the 
Interior. When the lands to be leased are within any known geological structure 
of a producing oil or gas field, they shall be leased to the highest responsible 
qualified bidder by competitive bidding under general regulations, in units of 
not exceeding six hundred and forty acres, which shall be as nearly compact 
in form as possible, and any lease so obtained shall be excepted in determining 
holdings or control under the acreage limitation provisions of any section of 
this Act. Such leases shall be for a period of ten years and so long thereafter 
as oil or gas is produced in paying quantities and shall be conditioned upon the 
payment by the lessee of such bonus as may be accepted and of such royalty 
as may be fixed in the lease, which shall be not less than 12% per centum in 
amount or value of the production. When the lands to be leased are not within 
any known geological structure of a producing oil or gas field, the person first 
making application for the lease who is qualified to hold a lease under this Act 
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shall be entitled to a preference right over others to a lease of such lands 
without competitive bidding. Such leases shall be for a period of five years and 
‘so long thereafter as oil or gas is produced in paying quantities and shall 
be conditioned upon the payment by the lessee of a royalty, in the case of oil, 
of 12% per centum in amount or value of the production when the said pro- 
duction does not exceed fifty barrels per well per day for the calendar month 
and of not less than 12% per centum in amount or value of the production 
when the said production exceeds fifty barrels per well per day for the cal- 
endar month, and, in the case of gas, of 121% per centum in amount or value 
of the production when the said production does not exceed five million cubic 
feet per well per day for the calendar month and, when the said production 
exceeds five million cubic feet per well per day for the calendar month, of not 
less than 12% per centum in amount or value of the production: Provided, That 
upon the expiration of the initial five-year period of any such lease maintained 


in accordance with the applicable statutory requirements and regulations, the. 


record title holder thereof shall be entitled to a preference right over others 
to a renewal of such lease for the same land for an additional period of five 
years and so long thereafter as oil or gas is produced in paying quantities, if 
application for such renewal shall be filed within 90 days prior to the date of 
expiration of the initial five-year period of such lease: Provided further, That 
such preference right shall not apply to lands which are within any known 
geological structure of a producing oil or gas field on the date of filing of such 
application: And provided further, That only one Such renewal may be granted. 
Any such lease which is not subject to renewal and upon which drilling opera- 
tions are being conducted at the expiration of the term thereof shall continue 
in force and effect for a period of two years and so long thereafter as oil or 
gas is produced in paying quantities. 

“All leases issued under this section shall be conditioned upon the payment 
by the lessee in advance of a rental of not less than 25 cents per acre per 
annum or fraction thereof prior to discovery and of a minimum royalty of $1 
per acre payable at the expiration of each period of twelve full calendar months 
after discovery: Provided, That in case of lands not within any known geo- 
logical structure of a producing oil or gas field the rentals for the second and 
third lease years shall be waived, unless a valuable deposit of oil or gas be 
sooner discovered: Provided further, That in the event the Secretary of the 
Interior shall direct or shall assent to the suspension of operations or of pro- 
duction of oil or gas under any such lease, any payment of acreage rental, or of 
minimum royalty, as herein provided shall likewise be suspended during sueh 
period of suspension of operations or production, and such lease shall continue 
in effect after the expiration of the original term thereof for a period equal to 
such period of suspension and so long thereafter as oil or gas is produced in 
paying quantities: And provided further, That in the case of leases valuable only 
for the production of gas the Secretary of the Interior upon showing by the 
lessee that the lease cannot be successfully operated upon such rental, or 
minimum royalty, or upon the royalty provided in the lease, may waive, sus- 
pend, or reduce such rental or minimum royalty, or reduce such royalty. Upon 
the determination by the Secretary of the Interior that a new oil or gas field 
or deposit has been discovered after May 27, 1941, (a) by a well drilled within 
the boundaries of any lease requiring payment of royalty in excess of 12% 
per centum, or (b) by a well drilled within two miles of the boundaries of any 
such lease, the cost of which shall have been contributed to by any lessee of 
the United States, holding any such lease, or would have been contributed to 
by any such lessee of the United States had the well been nonproductive, the 
royalty obligation to the United States of the lessee who drilled such well, or 
who contributed or would have contributed to such well, shall be reduced, as to 
such new oil or gas field or deposit, to 121% per centum in amount or value of 
the production for said leased lands if the well was drilled thereon, or for that 
portion of the leased lands determined by the Secretary of the Interior to be 
equitably entitled thereto by virtue of such contribution or agreement to 
contribute. 

“The Secretary of the Interior, for the purpose of more properly conserving 
the oil or gas resources of any area, field, or pool, may require that lcases 
hereafter issued under any section of this Act be conditioned upon an agree- 
ment by the lessee to operate, under such reasonable cooperative or unit plan 
for the development and operation of any such area, field, or pool, as said 
Secretary may determine to be practicable and necessary or advisable, which 
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plan shall adequately protect the rights of all parties in interest, including the 
United States: Provided, That all leases operated under such plan approved or 
prescribed by said Secretary shall be excepted in determining holdings or con- 
trol under the provisions of any section of this Act. 

“Leases issued for a term of twenty years pursuant to this Act shall continue 
in force and effect in accordance with the terms of such leases and the laws 
under which issued: Provided, That any such lease that has become the subject 
of a cooperative or unit plan of development or operation, or other plan for 
the conservation of the oil and gas of a single area, field, or pool, which plan 
has the approval of the Secretary of the department or departments having 
jurisdiction over the Government lands included in said plan as necessary or 
convenient in the public interest, shall continue in force beyond said period of 
twenty years until the termination of such plan: And provided further, That 
said Secretary or Secretaries shall report all leases so continued to Congress at 
the beginning of its next regular session after the date of such continuance. 

“Any cooperative or unit plan of development and operation, which includes 
lands owned by the United States, may, in the discretion of the Secretary of the 
department or department having jurisdiction over such lands, contain a pro- 
vision whereby authority is vested in such person, committee, or State or Federal 
officer or agency as may be designated in the plan to alter or modify from time 
to time the rate of prospecting and development and the quantity and rate of 


production under said plan. The Secretary of the Interior is authorized when- - 


ever he shall deem such action necessary or in the public interest, with the 
consent of lessee, by order to suspend or modify the drilling or producing re- 
quirements of any oil and gas lease not subject to such a cooperative or unit 
plan, and no lease shall be deemed to expire by reason of the suspension of pro- 
duction pursuant to any such order. 

‘“‘Whenever it appears to the Secretary of the Interior that wells drilled upon 
lands not owned by the United States are draining oil or gas from lands or 
deposits owned in whole or in part by the United States, including lands «yr de- 
posits made subject to the jurisdiction of the Secretary of the Interior by Execu- 
tive order, the Secretary of the Interior is hereby authorized and empowered 
to negotiate agreements whereby the United States or the United States and 
its permittees, lessees, or grantees shall be compensated for such drainage, such 
agreements to be made with the consent of the permittees and lessees affected 
thereby, and the payment of compensatory royalty under any such agreement 
shall continue in effect the term of any lease for which compensatory royalty 
is being paid for a period equal to the period during which such compensatory 
royalty is paid. 

“Whenever the average daily production of the oi] wellS on an entire leasehold 
or on any tract or portion thereof aggregated for royalty purposes shall not 
exceed ten barels per well per day, or where the cost of production of oil or gas 
is such as to render further production economically impracticable the Secretary 
of the Interior, for the purpose of encouraging the greatest ultimate recovery 
of oil and in the interest of conservation of natural resources, is authorized 
to reduce the royalty on future production when in his judgment the wells cannot 
be succesSfully operated upon the royalty fixed in the lease. The provision of 
this paragraph shall apply to all oil and gas leases issued under this Act, includ- 
ing those within an approved cooperative or unit plan of development and 
operation. 

“Any lease issued after Aug. 21, 1935, under the provisions of this section, ex- 
cept those earned as a preference right aS provided in section 14 hereof, shall be 
subject to cancellation by the Secretary of the Interior after thirty days’ notice 
upon the failure of the lessee to comply with any of the provisions of the lease, 
unless or until the land covered by any such lease is known to contain valuable 
deposits of oil or gas. Such notice in advance of cancellation shall be sent the 
Jease owner by registered letter directed to the lease owner’s record post-office 
address, and in case such letter shall be returned as undelivered, such notice 
shall also be posted for a period of thirty days in the United States Land Office 
for the district in which the land covered by such lease is situated, or in the 
event that there is no district land oftice for such leased land, then in the post 
office nearest such land. Leases covering lands known to contain valuable de 
posits of oil or gas shall be canceled only in the manner provided in section 31 
of this Act. 

“Sec. 27. No person, association, or corporation, except as herein provided, 
shall take or hold coal, phosphate, or sodium Jeases or permits during the life 
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of such leases or permits in any one State exceeding in aggregate acreage two 
thousand five hundred and sixty acres for each of said minerals; no person, 
association, or corporation shall take or hold at one time oil or gas leases or 
permits exceeding in the aggregate fifteen thousand three hundred and sixty 
acres granted hereunder in any one State; and no person, association, or corpo- 
ration shall take or hold at one time any interest or interests as a member of an 
association or associations or as a stockholder of a-corporation or corporations 
holding a lease or leases, permit or permits, under the provision hereof, which, 
together with the area embraced in any direct holding of a lease or leases, permit 
or permits, under this Act, or which, together with any other interest or inter- 
ests as a member of an association or associations or as a stockholder of a corpo- 
ration or corporations holding a lease or leases, permit or permits, under the 
provisions hereof for any kind of mineral leases hereunder, exceeds in the 
aggregate an amount equivalent to the maximum number of acres of the re- 
spective kinds of minerals allowed to any one lessee or permitted under this 
Act. The interest of an optionee under an option to purchase or otherwise acquire 
one or more oil or gas leases, or any interest therein, when coupled with the 
express obligation to conduct geophysical examination of the leased land, 
shall not, prior to the exercise of such option, be taking or holding under the 
acreage limitation provisions of any section of this Act: Provided, That no such 
option shall be entered into after June 1, 1945, for a period of more than two 
' years in the aggregate without the prior approval of the Secretary of the 
Interior: Provided further, That no person, association, or corporation shall hold 
at one time such options of more than one hundred thousand acres in any one 
State. Any interests held in violation of this Act shall be forfeited to the 
United States by appropriate proceedings instituted by the Attorney General for 
that purpose in the United States district court for the district in which the 
property, or some part thereof, is located, except that any ownership or interest 
forbidden in this Act which may be acquired by descent, will, judgment, or 
decree may be held for two years and not longer after its acquisition: Provided 
further, That nothing herein contained shall be construed to limit sections 18, 
18a, 19, and 22 or to prevent any number of lessees under the provisions of this 
Act from combining their several interests so far as may be necessary for the 
purposes of constructing and carrying on the business of a refinery, or of 
establishing and constructing as a common carrier a pipe line or lines of rail- 
roads to be operated and used by them jointly in the transportation of oil from 
their Several wells,.or from the wells of other lessees under this Act, or the trans- 
portation of coal or to increase the acreage which may be acquired or held 
under section 17 of this Act: Provided further, That any combination for-such 
purpose or purposes shall be subject to the approval of the Secretary of the 
Interior on application to him for permission to form the same: Provided 
further, That for the purpose of more properly conserving the natura] resources 
of any single oil or gas pool or field, or area, or any part thereof, permittees 
and lessees thereof and their representatives may unite with each other or 
jointly or separately with others in collectively adopting and operating under 
a cooperative or unit plan of development or operation of said pool or field or 
area, or any part thereof, or of any well site or sites therein, whenever deter- 
mined and certified by the Secretary of the Interior to be necessary or advisable 
in the public interest, and the Secretary of the Interior is thereunto authorized 
in his discretion, with the consent of the holders of leases or permits involved, 
to establish, alter, change, or revoke drilling, producing, and royalty require- 
ments of such leases or permits, and to make such regulations with reference 
to such leases and permits with like consent on the part of the lessee or lessees 
and permittees in connection with the institution and operation of any such 
cooperative or unit plan as he may deem necessary or proper to secure the 
proper protection of such public interest: Provided further, That any lease 
which shall be eliminated from any such approved agreement or plan shall 
continue in effect for the original term thereof but for not less than two years, 
and so long thereafter as oil or gas is produced in paying quantities: Provided 
further, That the Secretary of the Interior is hereby nuthorized, on such condi- 
tions as he may prescribe, to approve operating, drilling, or development con- 
tracts made by one or more lessees in oil or gas leases, with one or more persons, 
associations, or corporations, whenever in his discretion and regardless of acre- 
age limitations, provided for in this Act, the conservation of natural products or 
the public convenience or necessity may require it or the interests of the United 
States may be best subserved thereby: Provided further, That except as herein 
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provided, if any of the lands or deposits leased under the provisions of this 
Act shall be subleased, trusteed, possessed, or controlled by any device perm- 
anently, temporarily, directly, indirectly, tacitly, or in any manner whatsoever, 
go that they form a part of or are in anywise controlled by any combination in 
the form of an unlawful trust, with the consent of the lessee, or form the sub- 
ject of any contract or conspiracy in restraint of trade in the mining or selling 
of coal, phosphate, oil, oi] shale, gas, or sodium entered into by the lessee, or 
any agreement or understanding, written, verbal, or otherwise, to which such 
lessee shall be a party, of which his or its output is to be or become the subject, 
to control the price or prices thereof or of any holding of such lands by any in- 
dividual, partnership, association, corporation, or control in excess of the 
amounts of lands provided in this Act, the lease thereof shall be forfeited by 
appropriate court proceedings: And provided further, That nothing in this Act 
shall be construed as affecting existing leases within the borders of the naval 
petroleum reserves or agreements concerning operations thereunder or in rela- 
tion to the same, but the Secretary of thé Navy is hereby authorized, with the 
consent of the President, to enter into agreements such as those provided for 
herein, which agreements shall not, unless expressed herein, operate to extend 
the term of any lease affected thereby. 

“Src. 30. Subject to final approval by the Secretary, any Jease issued under 
the authority of this Act may be assigned or subleased, in whole or in part, and 
any assignment or sublease when so approved shall take effect as of the date of 
filing in the proper land office of two original executed counterparts thereof 
together with any required bond and proof of the qualification under this Act 
of the assignee or sublessee to take or hold such lease. Until so approved, 
the assignor or sublessor and his surety, however, shall continue to be liable 
for the breach of any and all obligations as if no assignment or sublease had 
been executed; and, in the event that the Secretary for cause refuses to approve 
the assignment or sublease, the lessee and his surety shall remain liable for 
the continued performance of all of the terms and conditions of the lease. Any 
partial assignment of any lease shall segregate the assigned and retained por- 
tions thereof and to the same extent as in the last preceding sentence pro- 
vided, release and discharge the assignor from all obligations thereafter accru- 
ing with respect to the assigned lands; and such segregated leases shall continue 
in full force and effect for the term of the original lease but for not less than 
two years after the date of discovery of oil or gas in paying quantities upon 
any other segregated portion of the lands originally subject to such lease. The 
lessee under any lease issued under the authority of this Act may at any time 
make written relinquishment of all rights under such lease or of any legal 
subdivision of the area included within the lease upon payment of all accrued 
rentals and royalties and upon placing alJl wells on the lands to be relinquished 
in condition for suspension or abandonment and thereupon the lessee shall be 
released of all obligations thereafter accruing under said lease with respect 
to the lands relinquished, but no such relinquishment shall release the lessee, 
or the lessee’s bond, from any liability for breach of any obligation of the lease, 
other than a drilling obligation, accrued at the date of the relinquisnment. 
Each lease shall contain provisions for the purpose of insuring the exercise of 
reasonable diligence, skill, and care in the operation of said property; a pro- 
vision that such rules for the safety and welfare of the miners and for the 
prevention of undue waste as may be prescribed by said Secretary shall be ob- 
served, including a restriction of the workday to not exceeding eight hours 
in any one day for underground workers except in cases of emergency; pro- 
visions prohibiting the employment of any boy under the age of sixteen or 
the employment of any girl or woman, without regard to age, in any mine 
below the surface; provisions securing the workmen complete freedom of 
purchase; provision requiring the payment of wages at least twice a month 
in lawful money of the United States, and providing proper rules and regula+ 
tions to insure the fair and just weighing or measurement of the coal mined 
by each miner, and such other provisions as he may deem necessary to insure 
the sale of the production of such leased lands to the United States and to the 
public at reasonable prices, for the protection of the interests of the United 
States, for the prevention of monopoly, and for the safeguarding of the public 
welfare: Provided, That none of such provisions shall be in conflict with the 
laws of the State in which the leased property is situated. 

“Sec, 36. All royalty accruing to the United States under any oil or gas lease 
or permit under this Act on demand of the Secretary of the Interior shall] be 
paid in oil or gas: Provided, That if the Secretary of the Interior shall not be 
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satisfied with the market price of oil prevailing in the field he shall elect to 
take the oil royalty thereafter accruing in kind in lieu of in money. 

“The Secretary of the Interior shall, from time to time, except whenever in his 
judgment it is desirable to retain the same for the use of the United States, offer 
for sale for such period as he may determine, upon notice and advertisement on 
sealed bids or at public auction, all royalty oil and gas which he has elected to 
take in kind. Such advertisement and sale shall reserve to the Secretary of the 
Interior the right to reject all bids whenever within his judgment the interest of 
the United States demands; and in cases where no satisfactory bid is received or 
where the accepted bidder fails to complete the purchase, or where the Secretary 
of the Interior shall determine that it is unwise in the public interest to accept the 
offer of the highest bidder, the Secretary of the Interior, within his discretion, 
may readvertise such royalty for sale, or sell at private sale at not less than the 
market price for such period: Provided, however, That pending the making of a 
permanent contract for the sale of any royalty, oil, or gas as herein provided, the 
Secretary of the Interior may sell the current product at private sale, at not 
less than the market price: And provided further, That any royalty, oil, or gas 
may be sold at not less than the market at private sale to any department or 
agency of the United States.” 

Sec. 3. The Act approved March 4, 1917 (39 Stat. 1150; U. S. C., title 16, sec. 
520), insofar as inconsistent with this Act; the Act of July 8, 1940 (54 Stat. 742; 
U.S. C., title 30, sec. 226a) ; and section 1 of the Act of July 29, 1942 (56 Stat. 
726; U.S. C., title 30, sec. 226b), as amended, are hereby repealed. 

SEc. 4. No repeal or amendment made by this Act shall affect any rights ac- 
quired under the law as it existed prior to such repeal or amendment, and such 
right shall be governed in all respects by such preexisting law. 


Senator O’Manoney. I should first like to have those persons who 
intend to make statements to the committee identify themselves. A 
list has been presented to me as follows: Paul Stock, H. H. Healy, J. R. 
McWilliams, George Brimmer, R. P. Jackson, Henry J. Coleman, 
T. C. Hiestand, J. F. Cullen, Glenn Nielson, and E. W. Krampert. 
There is present in the room representing the Department. of the In- 
terior, Mr. Edelstein, Assistant Solicitor of the Department; and Mr. 
Duncan, of the Geological Survey. Have I read the names of all the 
persons who desire to testify? It has usually been found very helpful 
to the committee in the progress of its work to develop, so far as 
possible, a general round-table discussion of the subjects mentioned. I 
need not say that the reason this bill was introduced, and the reason 
this committee is holding this session, is that the Congress of the United 
States desires to accommodate existing legislation to conditions that 
now exist. 

The Leasing Act was enacted in 1920. We have learned a lot 
through experience since that bill became a law. The desire of the 
Congress is to see the executive arm of the Government cooperates with 
the industry developing the oil lands of the Government, in such a 
way as best to serve the public interest, both from the national aspect. 
and from the State and Iocal aspect. 

We have just come through one of the most appalling wars of all 
time. The people of the United States acting through their Govern- 
ment and through their various industrial organizations and as indi- 
viduals, have performed a superlative task. I think it can be said 
without any reservations whatsoever that if it were not for the manner 
in which the people of the United States organized to produce the 
materials of war, this war never could have been won. It is also true 
that the oil industry stands foremost among all of the industries which 
have contributed to the production of materials of war. | 

This was a mechanized war; it was a war which depended upon the 
production and refining of petroleum products. The United States 
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drew upon its reserves of petroleum in a very extraordinary manner. 
We did fuel the war. We provided the high-octane gasoline, for ex- 
ample, that made it possible for our bombers to fly over every con- 
tinent and every ocean to destroy the productive capacity and the 
communication systems of our enemies. I think no industry in the 
country has contributed more than the petroleum industry to the 
victory of which we are all now so proud. We must look forward to 
similar productive enterprise in the future if we are to maintain peace 
and prosperity. I know that the oil industry and every other in- 
dustry, will be disposed to examine the public interest and to cooperate, 
to the end that the public interest will be served by any legislation 
which we undertake to enact. 

The opportunity is here extended to all who may be interested to ex- 
press their views upon this pending legislation. The bill was intro- 
duced and published, copies were distributed, so that all persons in- 
terested should have an opportunity to study it and to make sug- 
gestions. 7 : 

I should like to have everybody here feel at perfect liberty to express 
their views not only upon the bill itself but also upon the whole 
problem of the development of our western industrial and commercial 
interests. 3 

I should like to call the attention of all who testify that these hear- 
ings are being electrically recorded. All persons are requested to 
speak into one of the microphones which you see around the tables 
here. That will mean that the voice of each witness will be recorded 
on the machine which you see beside the reporter. In due course of . 
time these hearings will be printed by the Government Printing Office. 
In the meantime, orders for copies of the typewritten transcript ma 
be placed with the official reporter by any who desire them.. I shall 
ask those who take the stand to testify, first of all, to give their full 
names and their connections to the reporter so that the record may be 
clear. Mr. Stock, your name appears here as the first witness and I 
shall ask each witness when I call his name to move to the chair which 
Mr. Stock is now occupying. 


STATEMENT OF PAUL STOCK, PRESIDENT, ROCKY MOUNTAIN OIL 
AND GAS ASSOCIATION, CODY, WYO. 


Mr. Srockx. Mr. Chairman, members of the committee, members of 
the association and the oil fraternity: My name is Paul Stock. I reside 
at Cody, Park County, Wyo. I came to Wyoming in 1909 as a young 
boy with my father, to work in the Salt Creek Oilfield. It is located 
in Natrona County, now known as Midwest. Since then I’ve been op- 
erating in various parts of the United States and Mexico, as a 
contractor and independent oil operator. JI returned to Wyoming 
after the war in 1919. Since then I’ve been active in contracting and 
producing oil in the State of Wyoming. The major part of my opera- 
tions in Wyoming has Been on the pe domain, and has, therefore, 
necessarily been conducted over the years under one form of the 
Federal regulations or another. 
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ROCKY MOUNTAIN OIL AND GAS ASSOCIATION 


In the early days of the industry, we operated under the Oil Placer 
Act. This continued until February 1920, when the so-called Leasing 
Act was passed by Congress. Thereafter my operations on the public: 
domain have been conducted under the Leasing Act and its numerous 
amendments and various regulations issued by the Department of the 
Interior. I am now president of the Rocky Mountain Oil and Gas 
Association, having been elected to this position in November of 1944. 
This association now has over 400 active members. Its membership 
is drawn from all phases and groups of the oil industry in the Rocky 
Mountain area. This area includes the vitally important public- 
domain States of Colorado, Wyoming, Montana, and Utah. 

Upon receiving a copy of your Senate bill, 1236, we called a meeting 
of the Rocky Mountain Oil and Gas Association at Casper, Wyo., on 
July 25, 1945, for the express purpose of discussing its provisions 
and of determining its effect on the many serious problems which 
have for so long confronted the industry. The existing Leasing Act 
has prevented and impeded the normal development of the public 
domain. 

The meeting was attended by over a hundred members of the oil 
fraternity from the Rocky Mountain States. At that meeting you 
made an address by record in Washington, and sent it to us and it was 
broadcast through the Casper radio station. At this point, Senator, 
I want to compliment you on this speech; even though you were not 
here the members enjoyed it very much. 

After discussing this bill, it was agreed that association members 
would prepare individual suggestions concerning it, and transmit 
them to the association’s legal and legislative committee. This com- 
mittee was entrusted to coordinate these suggestions to conform with 
the general consensus of the association’s meeting, and to incorporate 
them in a letter addressed to your committee. This has been done, 
and a copy of that letter was submitted to you for your records. 

Senator O’Manoney. May I interrupt at this point, Mr. Stock, to 
say that I have that letter, signed by Mr. Healy and yourself, and it 
will be made a part of the record at this point. 

(The letter referred to is as follows:) 

CASPER, WyY0., August 25, 1945. 
Hon. J. C. O’MAHONEY, 


Chairman, Subcommittee of the Committee on Public Lands and Surveys, 
United States Senate, Washington, D. C. 


DeaR SENATOR: As you no doubt anticipated, S. 1236, introduced in the Senate 
of the United States by you and Senator Hatch, of New Mexico, and being con- 
sidered by your subcommittee of the Committee on Public Lands and Surveys, 
has been the subject of discussion by the individual members of the Rocky 
Mountain Oil and Gas Association, and was further considered at a meeting of 
the association, held in Casper on July 25, 1945. 

The association, as you possibly may know, now numbers well over 400 mem- 
bers, and the meeting in Casper was attended by 67 members of the board, and 
others interested in the oil industry. The bill was thoroughly discussed and 
there was a general feeling of appreciation for the work which has been done 
in the preparation and introduction of the bill. 

Such a bill should do much to bring about the development of petroleum re- 
sources on the public domain in the best public interest and the interest of the . 
oil industry, to the end that the industry may maintain and continue those out- 
standing contributions as made in the prosecution of the war for the continuation 
of permanent peace, by making available at all times the quantities and quality 
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of petroleum and petroleum products which have been so necessary in modern 
warfare and without which the United States cannot be assured of everlasting 
peace. If we are to be the leading Nation in a permanent peace charter, we must 
maintain our huge reserves. 

For your information, and so that you may have in advance of further public 
hearings on the bill the reaction of this association, there follows a discussion of 
the various sections of the bill, and reasons why this association feels that the 
bill will accomplish its intended purposes, together with certain suggested amend- 
ments, which we believe are worthy of consideration. . 


SECTION 17 OF THE LEASING ACT 
ROYALTIES 


Under the proposed amendment to this section, the association and its members 
expressed themselves unanimously in favor of a royalty rate of a flat 1214 percent 
on amount or value of the production, as being in the best interests of the public, 
the Government, and the oil industry alike. Among the reasons advanced for 
enactment into law of such a provision for a flat royalty rate may be enumerated 
the following: 

(a) Exploration, as of necessity, has become very much more expensive, due 
to the fact that structures readily discernible by surface geology have for the most 
part, been drilled. It is, therefore, necessary for operators seeking new wildcat 
territory, to engage in very expensive exploratory work by means of the seismo- 
graph, the gravimeter, the magnotometer, and core drilling, in addition to the 
former geological methods of exploration. 

In most instances, the shallower sands and formations have been drilled. Drill- 
ing for new formations necessitates much deeper and more expensive drilling, 
the average depth of wells having been very materially increased. The initial 
deeper drilling costs entails increased expense in operations in order to produce 
from greater depths. Structures are more inaccessible in the public-land States 
than in the past. More dry holes are drilled in an effort to obtain production, 
the present ratio being in the nature of 20 dry holes drilled to 1 well which pro- 
duces oil or gas in commercial quantities. 

(bd) It is known that 85 percent of oil and gas leases (including State and 
Federal leases), are obtained upon the basis of a 12144-percent royalty. The role 
of the Government as a landowner is to protect the public interests, to be sure, 
but the Government should not act as though it were a private proprietor, trying 
to drive a hard bargain with every lessee. Its policy should be to promote develop- 
ment, and therefore, it should cooperate with the explorer and the producer, 
rather than create burdens which will tend to impede those operations. 

In addition, the Government will obtain many benefits from development which 
the private proprietor does not obtain, such as the increase in economic oppor- 
tunity and the resultant income-tax revenue from new business developed. 

(c) A flat 12%-percent rvyalty encourages development. The present system 
allows the Government a higher-than-the-going royalty rate and necessarily 
discourages the small operator and lease broker. The small operator and lease 
broker performs a uSeful function in the oil industry by assembling lease blocks 
based upon his individual investigations and judgment. The flat royalty of 12% 
percent would enable such small operator and broker to obtain a fair override 
to compensate him for his work and efforts and the risk which he takes with 
the existing Government sliding-scale royalty tends to present adequate compen- 
sation. 

This proper incentive to individual private enterprise results in activity which 
leads to development. The fact that reasonable opportunity is afforded to indi- 
viduals and small operators to turn a lease or block of leases to another operator, 
giving the original lessee a fair overriding royalty, has encouraged very many 
individuals to conduct preliminary investigations, to obtain leases, to pay rentals 
thereon, and to arrange for other operators, both those presently operating within 
the area and from outside, to drill the same. For example, the States of Wyoming, 
Colorado, and New Mexico have profited considerably by the payment of lease 
rentals on lands which not yet and may never be drilled. Uncertainty under the 
present system tends to discourage development activities. 

(d) Although the existing law of December 24, 1942, which awards a flat 12%4- 
percent royalty for new discoveries made during the present emergency is bene- 
ficial, it did not encourage all the development that is to be deSired for the following 


reasons. 
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The time limitation for award of discovery benefits to 6 months after termina- 
tion of the emergency fails to recognize the fact that not only months but years 
are required on geophysical work for hidden or deeper structures, and work now 
in process in blocking acreage and making geophysical investigations cannot be 
culminated with drilling operations leading to discoveries within a 6-month 
period following the emergency. 

(1) The existing fluctuating royalty, depending upon the amount of production 
- each month, prohibits an accurate appraisal, necessary for encouraging develop- 
‘ment work. | 

(2) Drilling on the flank of known structures or down structures from the 
crest of a field already discovered may be as important from the standpoint of 
obtaining new reserves as a new discovery in another area. Hence the operator 
who is willing to incur the risk of such drilling should be entitled to the 12%4-per- 
cent flat royalty, even if made in an already discovered pool, because his risk and 
expense has developed new production, which would not otherwise be obtained. 

(3) The flat 1214-percent royalty would relieve the necessity for the deter- 
mination of a new deposit and possible confusion as to the boundaries of a 
structure or what might constitute a new deposit. 

(e) There would be no serious loss of revenue, either to the Government or 
the States which share in the Government royalties. ; 

(f) It is of importance to the United States to attain, at a comparatively 
early date, a better knowledge of our petroleum resources in order to determine 
our future foreign policy with respect to petroleum. 

(g) A flat royalty would simplify accounting, both for the Government and 
the lessees. A flat- royalty, instead of a fluctuating royalty, would give the 
operator definite knowledge as to what his operating costs might be. 


MINIMUM ROYALTY IN LIEU OF BENTAL AFTER DISCOVERY 


The association was very much pleased with the amendment proposed in 
the act which eliminates the payment of rental upon discovery and replaces the: 
rental by a minimum royalty of $1 per acre. This change will correct the 
present situation, which has resulted in a lack of uniformity in crediting the 
rental to royalty, causing confusion in bookkeeping, especially where the lease 
is being operated by someone other than the original lessee. This is of especial 
benefit to the small, independent producer and the lessee who has disposed of the 
working interest in the lease. 


UTILIZATION OF AN AREA OR ANY PART THEREOF 


The association was very much in favor of the broadened provisions of the act, 
so as to permit unitization of an area or any part thereof, or of any well site 
or sites, as well as any single oil or gaS pool or field. This should aid con- 
servation. 

The association was also in favor of the new provisions added to the unitizatfon 
paragraph of section 17, so as to extend any lease which shall have been elimi- 
nated from an approved unit plan, for not less than 2 years, and so long there- 
after as oil or gas is produced in paying quantities. This will result in fair 
treatment to the individual operator or lessee whose lands may have been 
eliminated from an approved unit plan. 


ACREAGE LIMITATION PROVISIONS WITH RESPECT TO LEASES OBTAINED BY COMPETITIVE 
BIDDING 


The association favored the provision that leases obtained by competitive bid- 
ding should be excepted in determining holdings under acreage-limitation pro- 
visions, and this provision may result in the Government obtaining more bonus 
money. 


CONTINUATION OF LEASES UPON WHICH DBILLING OPERATIONS ARE BEING CONDUCTED 


The association expressed its approval of the provisions that any lease which 
is not subject to renewal and upon which drilling operations are being con- 
ducted, at the expiration of the term thereof, shall continue in effect for 2 years 
and so long thereafter as oil or gas is produced in paying quantities, as this 
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provision seems to be eminently fair and will foster drilling on these leases. 
Many operators have refused to commence drilling operations in the past, due 
to the fact that the 1-year period of extension is not a sufficient period of time 
to insure the completion of a well. . 
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EXTENSION OF TERM OF LEASE BY PAYMENT OF COMPENSATORY ROYALTY 


The association commended the amendment providing that payment of com- 
pensatory royalty upon agreement with the Secretary of the Interior shall con- 
tinue in effect, the term of the lease, for which compensatory royalty is paid, 
equal to the period during which such compensatory royalty is paid. 


: EXCHANGE OF OLD LEASES FOR NEW 


It was the feeling of the association that leases now issued should be entitled 
to the same royalty reduction and other benefits as new leases, so as to encourage 
development operations on the old leases to the same extent as development is 
encouraged for the new leases issued pursuant to the proposed amendments; pro- 
vided that leases obtained by competitive bidding should not be subject to the 
exchange, inasmuch as the bids were probably affected and the value determined 
by the provisions of the existing form of lease; and provided further that this 
same privilege may be granted to preferential or primahy leases obtained under 
the old permit system upon the expiration of the primary term of such leases. 

The reasons for permitting the exchange of old leases for new are somewhat 
similar to those given in favor of the flat 1244-percent royalty provision, namely— 

(a) That the result would be to promote increased production when needed, 
without being penalized by the present sliding-scale royalty. 

(b) Increased development on the flanks of a field or down structure. 

(c) The higher operating costs presently existing and expected to continue. 

(d) To simplify accounting. 

(e) So that all Government leases should be treated on a uniform basis. 


ROYALTY BENEFITS BASED UPON NEW DISCOVERY 


The provisions with reference to 1214-percent royalty for discoveries after May 
27, 1941, met with unanimous approval for the reason that such provisions would 
encourage the drilling of new structures or deeper formations upon presently 
known structures, because the operator or driller could tell in advance the amount 
of royalty which would be required if oil or gas was discovered, assisting such 
operator or driller in determining the exact risk which would be assumed in the 
drilling of such a well. 

However, it was suggested that another clause be included, granting the royalty- 
reduction benefits to all Government lands within a unit area upon the discovery 
of a new deposit within such area. This change, in effect, would incorporate into 
the act the present regulations of the department, allowing the royalty-reduction 
benefits to all lands committed to a unit agreement upon a discovery of a new 
deposit within the unit area. The reasons set forth above with reference to a flat 
royalty rate for new discoveries, under the circumstances described in subhead- 
ings (@) and (6b), apply with equal force to the desirability of including the provi- 
sion for discovery upon unitized lands, and particularly inasmuch as those provi- 
sions will permit a person contemplating the development of a unitized structure 
to estimate a probable pay-out of his investment, be assured of a flat 1214-percent 
royalty for all Government lands embraced in the unit area. 

At the present time, 6 months’ to a year’s delay is frequently involved in 
obtaining the approval of the Secretary of the Interior to a unit agreement. 
Often an operator is required, due to the scarcity of drilling equipment and 
because of lease obligations or otherwise, to commence his drilling prior to the 
approval of a unit agreement by the Secretary. Therefore, a provision should 
be made permitting the royalty production benefits for all unitized Government 
lands as a result of a new discovery for the unitization of all Government 
land on the structure embraced in the proposed unit agreement, even though 
actual discovery should occur prior to the date that the unit agreement is 
finally approved by the Secretary. Moreover, if such unit agreement should 
a be fh such operator will be assured of the benefits under subsections 
(a) or (6). . 
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SECTION 27 
OPTION AGREEMENTS 


The association wholeheartedly approved the changes which have been made 

in section 27, eliminating the acreage restrictions for any single structure and 
increasing the number of acres which may be held within any one State and 
eliminating certain option agreements from the acreage restrictions. 
- However, it was felt that the requirement that the option agreements be 
eoupled with the express obligation tou conduct geophysical examination of the 
lease land is ton limited. In many instances, structures are discovered by. 
virtue of core drilling and other geological methods and therefore that either 
geological exploration or geological examination should be satisfactory. Due 
to the difficulty in determining in advance the exact amount of geological or 
geophysical work which might be required, it was also considered preferable to 
exempt options from acerage restrictions when they are coupled with the right 
to conduct geological exploration or geophysical examination, rather than to 
require the conduct of such work. 

With reference to the limitation placed upon the number of acres which might 
be held under option agreement by any one operator, it was the feeling of the 
association that there should not be any such limitation and that any reference 
thereto should be deleted from the present draft and omitted entirely from 
the act. 

Also, it was thought advisable to embrace within this section a provision 
to the effect that no contract for the development or exploration of any leased 
lands, whether or not coupled with an interest therein, should be deemed to 
create a Separate association between or among the contracting parties because 
all of the structures which have been found in this area in the past from 
physical information appearing upon outcrops or other surface indications have 
been tested. 

Moreover, many future fields or discoveries will probably be made upon struc- 
tures which are not readily accessible. Large areas must of necessity be cov- 
ered in any such geological or geophysical program, looking to a new discovery, 
Since most or all of the area will be eliminated after the work is done. Hence, 
the persons who would undertake to do such work should not be limited to 
the number of acres in which they can work. Such person should have the 
benefits of the work and be assured of its benefits through the option arrange- 
ment as suggested in your bill. We feel that to put a limitation upon the 
acreage, which might be held in this manner, would tend to discourage ex- 
ploratory work, looking to development rather than to encourage such work. 


UTILIZATION 


The present act, as well as the Senate bill 1236, now permit the formation of 
units ‘‘Whenever determined and certified by the Secretary of the Interior to 
be necessary or advisable in the public interest.” Due to the generality of the 
term “in the public interest,” some confusion arose as to just when the Secretary 
could approve a unit agreement. It was therefore considered advisable to modify 
this standard as to permit the formation of a unit whenever determined and 
certified by the Secretary of the Interior as affording fair and equitable treatment 
to the interest of the United States and being necessary or advisable for the con- 
servation of natural resources. Unitization should be permitted whenever these 
two criteria, equitable treatment to the Government interest and conservation 
are achieved. 

SECTION 29 


ASSIGNMENTS 


This section should be amended so as to permit the assignment of leases, or 
portions thereof, to a qualified assignee upon filing with the Secretary of an 
original executed counterpart of the assignment, together with any required 
hond and proof of qualification to hold Government leases. 

The suggested provisions, Senate bill 1236, make an assignment subject to 
final approval by the Secretary and permit the Secretary to refuse to approve 
an assignment for cause. No guide or standard is given as to what constitutes 
cause. An operator could, therefore, never proceed to develop an assigned portion 
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of a lease until the assignment to him should finally be approved. At the present 
time, 6 months to a year’s delay is involved in obtaining departmental approval 
of assignments. The suggested change would permit immediate development of 
assigned portions of lease and at the same time would fully protect the interests 
of the United States by virtue of the fact that the assignee is required to file 
an approved bond and proof of qualifications. 


SURRENDER OF LEASES 


The association expressed appreciation and approval of the provisions which 
eliminate the necessity of obtaining the consent of the Secretary of the Interior 
prior to the release of a lease. 


SECTION 36 
ROYALTIES 


The association appreciated and approved the elimination of the right of the 
Secretary to establish the price of the Government’s royalty oil, substituting 
therefor the Seeretary’s election to take royalty oil in kind in lieu of money. 
This is much more fair and equitable and properly protects the interests of 
the United States. 

Very truly yours, 
Rocky Mountain Ot & GAs ASSOCIATION, 
H. H. Heary, Chairman, Legal and Legislative Committee. 
Paut Stock, President. 


Mr. Stock. Mr. Healy, chairman of the legal and legislative com- 
mittee, will briefly summarize this letter for you and your committee. 

In conclusion, and on behalf of the association, I want to now 
express to you our sincere appreciation for the outstanding contribu- 
tion to the oil industry which you have made in drafting this proposed 
legislation and in holding the public hearings for the purpose of 
giving the industry an opportunity to be heard on this entire per- 
plexing problem. Thank you. 

Senator O’Manoney. Thank you, Mr. Stock. A further letter 
which I hand the reporter, may be included in the record. 

(The letter referred to is as follows:) 


Hon. J. C. O’MAHONEY, 
United States Senate, Washington, D. C. 

DEAR JOE: AS you no doubt know, our association is very appreciative of 
receiving from you a copy of S. 1236, which you introduced in the Senate of the 
United States for yourself and Mr. Hatch. 

After receipt of the bill, copies were sent out to the various members of the 
association and the bill was discussed, in some detail, at our summer meeting, 
held at Casper on July 25, 1945. After the discussion and the recommendations 
made by the board of directors, the bill was referred to the legal and legisiative 
committee of: the association, so that that committee might be prepared to draft 
proposed amendments for consideration, in order to accomplish the objectives 
of the association. 

The committee has prepared a letter, giving in some detail the reasons why 
they are in favor of the amendments which appear in the bill and the reasons 
why the association would favor some other amendments to the bill. We need 
not say to you that there are many amendments that are neeedful, and necessary, 
that would be very helpful to the Government, the public interest, and the 
industry, 

We all want you to know, however, that there was a very general feeling of 
appreciation for the outstanding piece of work which you and the other 

_members of your committee had done in drafting a bill which, when enacted, 
will do much to promote the development of oil and gas on the public domain, 
and will be of benefit to the national welfare. 

Very truly yours, 
Rocky MountTaIn Om & GaAs ASSOCIATION, 
Pau. Stock, President. 
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Senator O’Manoney. Now, Mr. Healy, please. 


STATEMENT OF HAROLD H. HEALY, MANAGER FOR PRODUCTION, 
OHIO OIL CO., CASPER DIVISION, CASPER, WYO. 


Mr. Hearty. Mr. Chairman, members of the senatorial committee, 
my name—I might add, I also want to address myself to the entire 
Wyoming delegation, which is present and which we appreciate—my 
name is Harold H. Healy. I reside in Casper, Wyo. I am at present 
the manager of production for the Ohio Oil Co., what is known as the 
Casper Division, which includes the States of Montana, Wyoming, 
Colorado, Utah, and western Nebraska. Our company has been inter- 
ested in Wyoming since 1914 or 1915, I should say, and has had some 
considerable experience, both with oil placer claims under the old 
mining act; with the Leasing Act under the act of 1920 and its 
amendments, and-with private lands, and various problems connected 
therewith, connected with unitization matters, and so forth. 

I want to add to what Mr. Stock has said, my personal appreciation, 
I think the appreciation of our company, and the appreciation of the 
members of the legal and legislative committee of the Rocky Mountain 
~ Oil and Gas Association, of which I am a member, for the work which 
has been done by the members of your committee, by the members of 
the Wyoming delegation, and the opportunity given to us to present 
our thoughts in connection with the bill. 

I think we all feel that either the Senate bill, or the House bill, with- 
out any amendments would be a vast improvement for the oil industry, 
for the interests of the public and the United States Government, over 
the bill under which we have been operating. I think we especially ap- 
preciate the fact that the original bill of 1920, was entitled “An act 
to promote the mining of coal, phosphates, oil, oil shale, gas and 
sodium on the public domain.” We also appreciate that the present 
bill, Senate 1236, is entitled “A bill to promote the development of oil 
and gas on the public domain, and on lands acquired for the Appa- 
lachian National Forest, and for other purposes.” 

As I say, I think it is signicant that both the 1920 act and the pro- 
posed bill are entitled acts to promote, because a good many if not most 
of the men in the oil industry had about come to the conclusion that 
by construction the acts were acts to suppress or delay or retard de- 
velopment on the public lands. 

Now, seems to be perhaps, a good time for a reorientation of our 
thinking, whereby we will consider the Government in the nature 
of a benevolent proprietor, who has more interest in development than 
- merely the question of royalties and revenue, because by the promo- 
tion of development on public lands in our West, we will add to the 

reconversion implement for peace, and for future development of 
- this great western country. It will help in employment for return- 
ing servicemen by providing an encouragement for the development 
of the public domain, and we hope much will be supplied in reemploy- 
ment by the automobile and the airplane-manufacturing companies, 
which companies of course, must look forward to a supply of gasoline 
and petroleum products at reasonable prices, and if something is done 
by amendment of the act to aid that development we think we will per- 
form the outstanding job in reconversion in peace which Senator 


DEVELOPMENT OF OIL AND GAS ON THE PUBLIC DOMAIN 15 


O’Mahoney has mentioned as being performed by the oil industry in 
‘time of war. - 

As a member of this legal and legislative committee, as Mr. Stock 
has said, I wish to somewhat summarize our letter as a basis for 
further discussion; a detailed discussion: will be supplied by other 
members of the association and by others here, more clearly than I 
could.do in a summary. The discussion in the letter takes up the 
proposed Senate bill by sections, and I will simply mention here the 
particular provisions of the act which are discussed in the letter, and 
the conclusions of the association, which I might say were unanimous; 
I don’t think there is any dissent by any member of the association 
froni the conclusions set forth in the letter. 


ACREAGE LIMITATION WITH RESPECT TO LEASES OBTAINED BY COMPETITIVE 
BIDDING 


In section 17, which appears at page 2 of the bill, beginning with 
line 11, there is a provision that any lease obtained after competitive 
bidding shall be excepted in determining holdings or control under 
the acreage limitation provisions of any section of this act. That, 
as the letter says, met with considerable approval by the association. 
We think it will be of benefit to the United States, because bidders 
in competitive bidding may thereby bid a larger bonus figure; and it 
will give a complete trecdon for every oil company, regardless of 
their acreage, which is charged to them, to bid at the sale. 

Senator (Maroney. May I interrupt at that point Mr. Healy—— 

Mr. Hrary. Surely. : 

_ Senator O’Manonery. To say that in the original Leasing Act, the 
limitation of 2,560 acres was written into the law because of the feel- 
ing on the part of Members of the Congress, and those who partici- 
pated in drawing that law, that to protect independent operators 
there should be a limitation, so that large organizations should not 
acquire too large a proportion of the public domain. 

This bill greatly alters that limitation, and sometime during the 
course of these hearings the question of the desirability of broaden- 
ing the limitation of acreage and its effect upon independent operators, 
should be discussed. | 

Mr. Heaty. I think that’s right, and I think that will be discussed 
by independent operators. 

Senator O’Manoney. I might add, the original Leasing Act was 
before the Congress for many years before it actually eventuated 
into a law, because there were so many conflicting opinions of all 
kinds with respect to what should be done and what was a proper 
public policy, it was difficult to reach a compromise conclusion. 

. Mr. Hearty. I’m very glad to have that statement, because I think 
the historical background of the bill is important. 


FLAT 1214-PERCENT ROYALTY 


Going along further with the bill, at line 18 at page 2, there is a 
provision that the royalty should be not less than 1214 percent, in 
amount or value of the production. And that “not less than 1214 
percent” occurs in other places in the bill. The feeling of the asso- 
ciation, for the reasons set forth in the letter and which will be ad- 
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vanced by other speakers here, was that the royalty should be at 
1214 percent rather than not less than 1214 percent, which is the 
prevailing royalty rate which is encountered by the industry, and 
which I believe is within 1 percent of the average of oil royalties 
received by the United States Government. 

So there would be very little difference as to both Federal and 
State revenues from royalties at a flat 1214-percent royalty, than 
at the present average, which I believe is something less than 1314 
a The United States Geological Survey would have those 

gures better than I, and I will not go into the reason advaneed in 
the letter, because that will be discussed by other witnesses. 

Then, going’ on with the bill, at page 3 there is also a provision 
as to 1214 percent and an indication of a sliding royalty, a step-scale 
rather, which is now in effect, which has been as high as, under the 
regulations, 32 percent, and I believe now is 24 percent. 

The next feature of the bill, on which comment is made in the 
letter, I believe, at page 4 of the bill 

Senator O’Manonery. Are you going to discuss the step-scale sys- 
tem ? 

Mr. Heaty. I think our intention was to discuss mainly our feel- 
ing that the flat 1214-percent royalty is much better from the stand- 
point of the industry, and does not materially affect the Govern- 
ment’s revenue, rather than to discuss the step-scale system, except 
to suggest that the step-scale system does make complicated bookkeep- 
ing and accounting, and makes it much more difficult for an operator 
to accurately appraise a property before he desires to invest his 
money in operations, which is an important factor in obtaining de- 
velopment. Other than that I don’t think we were going into any 
detailed discussion of the step-scale. It may eppee. to some other 
people who talk. ere | your suggestion, I hope, too, that we 
will get into a round-table discussion, when we can try to break the 
ice and get going a little bit better. 


CONTINUATION OF LEASES UPON WHICH DRILLING IS BEING CONDUCTED 


The association was quite favorably impressed with the provi- 
sions in lines 6, 7, and 8 at page 4, which allow a lease to continue 
for 2 years, a lease which is not subject to renewal, on which drilling 
operations were being conducted. 


CHANGE OF RENTAL AFTER DISCOVERY TO MINIMUM ROYALTY 


Then, beginning at line 9 of page 4, we were also pleased with 
the provision which changes the rental after discovery to the mini- 
mum royalty, because sometimes a lessee has assigned a lease to an 
operating company and there is some confusion in the accounting. 
If it is made a rental credited upon royalty, or else making it a mini- 
mum royalty, the operator will pay that and relieve the confusion 
between the original lessee and the holder of the operating right. 
There is a possibility some witness may develop that minimum roy- 
alty of a dollar may actually increase the royalty over 1214 percent 
and in some cases even as high as 90-percent royalty. However, 
that will be developed by such witnesses as may wish to talk on that. 
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UNITIZATION 


We also were in favor of the broadened provisions with respect to 
unitization}and I don’t think I need to go into that in any particular 
detail at this time. | 

I think those unitization provisions which we like especially are 
at the bottom of page 5. We like the unitization provisions at page 6, 
which permit the unitization of something less perhaps than an entire 
peer and also provides some further authority over the unit, possibly, 

y State authorities. I know Mr. LaFleiche will probably also ap- 
preciate that, because there has been a feeling that the’ State some- 
times is subordinated in its interests; and a unit provision which 
gives all the control in the unit to the Federal Government, even 
though a small proportion of the unit may be Federal lands. That 
occurs at page 7, for instance, a provision whereby authority is vested 
in such person, committee, or State, or Federal officer or agency as 
may be designed inthe plan * * *, I think the State of Wyomin 
anyway has had a feeling sometimes its interest in a unit is too muc 
subordinated to the control of the Federal Government. 

And, of course, we like the provisions in lines 17, 18, and 19 at 
page 7, also with respect to unitization. 


EXCHANGE OF OLD LEASES FOR NEW 


In that connection—and I’m not sure this is the right place to men- 
tion it—but the association also felt that if new leases are to be granted 
pursuant to this act, which would give a somewhat broader hight on 
encouragement to development, there should be a right in the holders 
of old leases to exchange those old leases for new leases under the 
act, so as to provide for uniformity, and to provide for those benefits, 
with the exception of two forms of leases; the leases obtained under 
competitive bidding, they should not be exchanged for the new lease, 
because the bidder made his bid based upon getting that kind of a 
lease, and the consideration paid took that into consideration. 

And perhaps that is also true with the old leases under the permit 
system, which had a 5-percent lease as a benefit for discovery. 


ROYALTY BENEFITS BASED UPON NEW DISCOVERY 


With the royalty for benefits based upon new discovery which are 
pen under this act, as well as under previous acts, which Senator 

"Mahoney sponsored, of course, we favor extending those to all leases 
in the unit area. If, however, we can persuade the members of your 
committee, and thereby the Members of the Congress that a flat 
royalty of 1214 percent is justified and preferable, which we think it 
is, then the new discovery Is not so important. But we do feel that. at 
the present time there is 6 months’ delay, which is allowed after ter- 
mination of the war, may be too short, because the depth of the struc- 
tures may require a year to develop, and so we pass out that. 


ACREAGE LIMITATION 


Enlargement of—I come now to section 27, which has been men- 
tioned by the chairman of your committee—the amount of the acre- 
age is enlarged. Historically, I think the acreage limitation came 
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about, perhaps, in two ways—one because there was a limitation under 
the old placer-mining laws; and the lode-mining laws; and the other 
because of the feeling that large companies should not monopolize 
the public domain. However, there is no limitation upon’the number 
of acres which one operator may take on Indian reservations; there 
is no limitation upon the number of acres which may be held by one 
operator on private lands. 

We thinks perhaps the time may have come to do away with acre- 
age limitations, but we are satisfied with the provisions of this bill; 
at least until we see how that works out. 

¥ 
CREDIT TO OPERATOR ON DECREASED PRODUCTION 


I think there was some discussion, and perhaps there should be as 
to some credit being given to an operator who has Government lands 
and his production has shrunken to a half a barrel, or to a barrel or 
twoaday. Yet he is charged the same for a lease which will produce 
half a barrel per day per acre, as he is for one which will produce 200 
or 300 barrels per acre. 


ACREAGE LIMITATION 


I don’t want to spend too much time, and I don’t want to talk too 
long, but as to the option provisions which occur in the bill, at page 
11 in the second line, which says that the optionee shall hold not more 
than 100,000 acres in any one State, the feeling of the association was 
_ that the limitation should be removed as being too rigid. | 


GEOLOGICAL AND GEOPHYSICAL SURVEYS 


There was also a feeling that at line 19 of page 10, which also 
deals with the options, which says that this is valid “when coupled 
with the express obligation to conduct geophysical examination,” 
that might well be amended to make it “with the right to conduct 
geophysical and geological examination.” That is, we feel that geo- 
physical examination 1s too restrictive, because, in this mountain area 
particularly, perhaps core-drilling, which is also very expensive, may 
be just as valuable in determining a structure as the geophysical 
method. 

_ So we should like to suggest that the geological be added and 
coupled with the right rather than the obligation. . 

Senator O’Manoney. That would mean, would it not, that this 
enlarged acreage would accrue to those who conducted geological 
investigations of the same character that are now being conducted, 
and have been conducted for years past, whereas the theory of the 
geophysical was that the expense of making such a survey of a large 
area of land, and the inherent difficulties of the task, made it neces- 
sary to grant the right for a large area? Now, no such difficulties 
surround geological examinations ! a 

Mr. Hearty. Yes; I think you're right, and I think it should be, 
perhaps, but I wouldn’t know how to phrase that, except we know 
the geological work is more expensive than it has been when we had 
the cowboy field, where anybody could see it from the surface, the 
structure. That might be considered in connection with that -geo- 
logical. SS 
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Senator O’Manoney. We must frankly face the facts as they exist: 
If it is our purpose to encourage the small operator, the independent 
so-called, the person who, without much capital or without much 
staff, goes out upon the public domain in search of oil properties, 
we can’t afford to grant too much of an advantage to the large organ- 
ization, which is equipped with large geological staffs and with scien- 
tific devices. 

As I said at the beginning, the reason that the limitation of acreage 
was put in the Leasing Act from the very beginning, was the feeling 
that unless there were some such limitation, 1t would be possible for 
the large and economically strong organizations to dominate the field, 
to secure the best lands, and to exclude the little fellow. 

That’s'a point which, I feel, ought to be pretty thoroughly de- 
veloped. | 

Mr. Hearty. I think you’re right, Senator, because I believe the 
feeling expressed in this meeting by the association, to which Mr. 
Stock referred, was general on behalf of.all present, that the so-called 
small operator, even the lease broker who assembles these blocks and 
takes the risk, performs a very useful function in: the national 
economy and in the oil industry; and that he should be protected, 
and that we should take care of the so-called small operator who, of 
course, may get to be a big operator, but that should be his oppor- 
tunity, and we feel that should be allowed. 

I think there was a feeling that even a small operator might be 
helped somewhat in arranging to have his blocks developed or sold, 
might be benefited by having a sort of wide field of prospects to go 
to, and to submit his problem and his picture as he has it arranged. 


UNITIZATION 


The unitization feature at page 12, line 7, provides the unitization— 


of any well site or sites therein, whenever determined and certified by the 
Secretary of the Interior to be necessary or advisable in the public interest. 
We agree that the unitization provision might well be liberalized, but 
we believe it might be for the benefit of everyone -concerned if that 
question of public interest might be changed, to say ‘necessary 
or advisable, as affording fair and equitable treatment to the interest 
of the United States, and being necessary or advisable for the con- 
servation of the natural resources.” 

We believe that would be a little bit more definite and just as—— 

Senator O’Manoney. You mean you want to narrow the field in 
which this discretion should be exercised ? 


DISCRETIONARY POWER OF THE SECRETARY TO DEFEND THE PUBLIC 
INTEREST 


Mr. Heaty. That’s right. “Public interest” is such a broad term 
and subject to so many. different constructions, which might be used 
as we said, not to promote development but to retard development. 
And on the same thought I think, at line 19, where it says, “To secure 
the proper protection of such public interest,” we had in mind chang- 
ing that to “The proper protection of the interest of the United States,” 
which should be protected. 
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Senator O’Manoney. It might be appropriate to remark here that 
several years ago, before the war upset all other considerations in the 
Congress, I introduced a bill in the Senate to provide for administra- 
tive review of the decisions of the Secretary of the Interior. Later 
on the same idea was incorporated in a series of bills; some three meas- 
ures were introduced, one of them by the chairman of the Public Lands 
Committee, Senator Carl A. Hatch, which was referred to the Judi- 
ciary Committee, to establish a general system of administrative law, 
so that impartial tribunals might be established, to which the citizen 
or the organization might appeal from the decisions of any adminis- 
trative agency, thereby relieving the situation under which certain 
heads of bureaus are, as it has frequently been said, judge and Jury 
within themselves. I think in connection with such a point as you 
raise here, the discretionary authority of the Secretary to defend the 
public interest, it is well to bear in mind that after peace has really 
been established and the committees of the Congress are able to con- 
cern themselves again with problems of the administration of our 
domestic economy, such a law will undoubtedly be enacted. I do not 
hesitate to make that prediction. 

Mr. Heaty. I think all of us are very glad to hear that prediction 
made, and I think everyone here in this room would support, to what- 
ever degree they could support, such a bill, because I think it would 
be helpful and 1n accordance with our American traditions. 


ASSIGNMENTS 


I think the committee’s—that is, the association committee’s—con- 
sideration next shifted to section 30 at page 14. Our feeling there 
was that assignment as well as relinquishment of a lease should be 
permitted without requiring the approval of the Secretary of the 
Interior. For the reason that the long delays which occur in the 
Department—and I don’t suppose any department can overcome the 
necessity for delays because of the vast amount of business which they 
handle—hamper development. If you have to wait 6 months or a 
year, or a year and a half, to obtain approval of an assignment of a 
lease, you can’t spend much money in developing, because that ap- 
proval might not come through. Our thought was it might be amended 
so as to permit any assignment to be more or less automatic, provided 
the assignee is properly qualified and puts up a proper bond; and of 
course the holder of the lease before assignment would not be relieved 
of his responsibilities up to the point of assignment. 

Senator O’Manoney. If that qualification were inserted, would it 
not have the same effect? The assignee would know that he was sub- 
ject to consideration by the Secretary in determining, after a cer- 
tain time had passed, as to whether or not he were a qualified assignee ? 

Mr. Heaty. That might take care of it. I don’t know what time 
to suggest, that after 3 months he would be considered the assignee? 
The provision in this bill, of course, says it will date back, which is 
an improvement on the present situation. 

Senator O’Mauonegy. The purpose of this language, of course, was 
only to make certain that a disqualified person or applicant or assignee 
should not acquire a lease, which such holder could not acquire in the 
first instance. 
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Mr. Heaty. That’s right, and we were in thorough agreement with 
that theory. 

, Senator O’Manoney. Then pou would have no objection to the - 
power of the Secretary to say, after an assignment had been made, that 
the assignee in truth and in fact, was not qualified. For example 

that it resulted in the accumulation of more acreage than permitted 

under the law. Would that not have the same effect as the language 
you have here? | | 

Mr. Heaty. It is possible except this: The assignee would certainly 
know whether he had too much acreage; and he would also know 
whether he had a good bond. 

Senator O’Manoney. In the drafting of this language it was the 
intention to clear the road for assignments; so that before action was 
taken by an assignee, he would not have to wait for months, or even 
longer, for action by an overburdened land office approving the assign- 
ment. It was thought this language had the effect of notice to the 
assignee that if he were in fact qualified, did not exceed acreage, and 
so forth, he was on solid ground. 

Mr. Heaty. I think it 1s a vast improvement. The association just 
thought it might safely go a little further. I think the bill does go a 
long way toward relieving the present situation. 


SURRENDER OF LEASES 


The final thing or final two things—I might say in that connection 
we did appreciate also that the bill as drawn does provide that leases 
may be relinquished without the consent of the Secretary. That, I 
think, we all felt was a step in the right direction. 


GOVERNMENT'S ROYALTY OIL 


In connection with section 36 at page 16, we wanted to especiall 
approve and express our appreciation for the amendment there whic 
provides that if the Secretary of the Interior is not satisfied “with 
the market price,” that he shall take his oil in kind. There have 
been instances, I think, where the Department has fixed a ve for 
oil which could not be sold at that price; and the lessee had nothing 
he could do; he couldn’t sell the oil at the price fixed by the Secretary 
of the Interior; and he couldn’t get the Government to take its oil 
in kind. The provisions of this bill seem to us to be eminently more 
fair and to be fair to the Government and to the lessees to provide 
that if the Secretary is not satisfied with the price, he shall take his 
oil in kind. | 

Someone has suggested perhaps something might be done with 

as in the same way where the Secretary fixes the price, regardless of | 
the going price. But certainly with oil, the Secretary can take the 
oil in kind rather than penalizing the lessee. 

The only other thought which occurred to us, and we haven’t ex- 
pressly tied it up with the bill except as I mentioned before on an 
exchange of old leases for new, is the possibility that at the final 
conclusion of the bill at page 18, which provides that any right ac- 
quired under the previous law should be governed by the preexisting 
law, there might be consideration given to adding after that the 
words “except as otherwise provided by this act,” on the theory that 
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there might be a provision in the act for exchange of leases, as 
amended. . | : 

I don’t want any of you people on the committee, or in the Wyo- , 
ming delegation, to get the thought from my making these suggested 
changes that we aren’t thoroughly appreciative of what has been done 
and the improvements that are offered in the bill. These are sugges- 
tions that possibly the bill might go further and still accomplish what 
was had in mind. | 

Senator O’Manoney. You don’t need to have any concern about 
that, Mr. Healy. I say that to everybody here. The members of the 
committee and the sponsors of the bill are not adverse to criticism. 
They have no dream that this is a bit of perfect legislation; as a mat- | 
ter of fact, on the day I introduced this bill in the Senate, I took care 
to announce that it was tentative, because we wanted everybody to 
feel that we were altogether willing to have any changes suggested. 
We wanted this bill to be regarded as a basis for constructive study 
and constructive criticism. So don’t hesitate to bore holes. 

Mr. Heatry. We appreciate it in this western country, where we all 
know you well enough to call you by your first name without having 
to say Senator, although of course we like to add the Senator too, but 
we feel free to speak pretty frankly, and we’ve been doimg that. 

Senator O’Manoney. Senator Robertson, do you care to ask Mr. 
Healy any questions ? 

Senator Ronertson. No; I think his statement is very clear, Mr. 
Chairman, very interesting, and I prefer to leave any questions until 
we proceed further. 

Senator O’Mauoney. The committee is fortunate to have with us 
today Congresman Frank Barrett of Wyoming, who is a member of 
the House Committee on the Public Lands. This committee, of course, 
will be equally concerned with this legislation. Congressman Fer- 
nandez of New Mexico, who has introduced a similar bill in the House, 
will be present at the hearings in Denver. Congressman Barrett is 
here, and Frank, I would like to have you make any statement you 
care to make at this time. 

Congressman Barrerr of Wyoming. Senator O’Mahoney, I agree 
very much with everything my friend Harold Healy, the witness 
presently in the chair, said, except the reference he made to the 
fact that the time has come when the Government as a beneficent 
ce should make some concessions to the industry and to the 
public, 

It seems to me that isn’t quite the precise classification of the posi- 
tion of the United States or of the Secretary of the Interior as ad- 
ministrator of the public lands. I think it goes right to the root of 
the matter that the United States is not the landlord over the public 
‘domain but merely the trustee for the benefit of the public, including 
the people of the West. It seems to me that the one great question 
before this meeting is the question of royalties, which the United 
States may exact from the industry operating on the public domain. 
I feel that we ought to get down to brass tacks and consider these 
royalties as they were historically considered as a tax. They were 
payments to the Crown. They were levied upon all the people in 
the same ratio. They were received in lieu of taxes. Of course, 
they’ve got to be uniformly assessed. I see no reason why, the 
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United States claiming and contending it is the owner of more than 
50 percent of the entire area of the State of Wyoming, and another 
30 percent of the minerals of which the people of Wyoming own 
only the surface, can say they are entitled to any preference over the 
people of our State that own the small balance of the fee in the lands 
of our State. 

I think we’ve got to make a determined fight at this time and say, 
“Here, this is a charge on the industry, and you’re not entitled to an 
better treatment than people generally can get, and you’re not a benef. 
icent landlord, you’re just merely on a par with all the rest of us.” 

That’s the only exception I could make, possibly to your entire state- 
ment, and I want to congratulate you, Mr. Healy, on your otherwise 
fine presentation. | | 

Mr. Heaty. Thank you very much, Frank—Congressman Bar- 
rett, for the record. I’m sure that I’m glad to amend, and I’m sure 
every member of the association will be delighted to have me amend, 
my statement changing it from benevolent landlord to benevolent 
trustee, which we think it is. 

ee O’Mauoney. Mr. Edelstein, do you care to ask any ques- 
tions 

Mr. Enetsrern. Not at this time, Senator. 

Senator O’Manoney. Mr. Duncan? 

Mr. Duncan. No. 

Senator O’Manoney. Mr. LaFleiche? 
| Mr. LaF ercus. No, Senator. 


ROYALTIES IN LEASING ACT UF 1920 


Senator O’Manoney. I might say that I quite agree with Congress- 
man Barrett that this question of a flat royalty is probably going to 
be the central point of controversy, if any controversy arises, with 
respect to this bill. I remember very well when the Leasing Act was 
first passed. I had the good fortune at that time to be secretary to 
Senator Kendrick, of Wyoming, and I know that one of the primary 
considerations in fixing the provision of law that the royalty should 
not be less than 1214 percent; namely, that there should be a right to 
increase the royalty above that in proper cases, was based upon the 
fact that, as Congressman Barrett says, the royalty was in lieu of 
taxation, but in a little different way, perhaps, from what it is gen- 
erally understood to be. It was recognized that when a leasing sys- 
tem was adopted the title to the lands remained in the Government 
of the United States and was no longer subject to taxation by thd 
States and the counties within which mineral lands were located. 

Therefore, after long consideration, it was determined that the 
State should have a portion of the royalty for the support of the 
schools, so that the children of the States, which could no longer 
grant title to their citizens through the surface, should not be de- 
prived of tax revenue for support of the schools: The common schools 
and the State university were considered as well. It was provided 
that a percentage of the royalty, 514 percent, should go to the United | 
States reclamation fund, out of which appropriations should be made 
for the building of reclamation projects. The thought was that if the 
underlying niineral wealth of the lands were withdrawn, and in some 
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cases exported from the boundaries of the State, nevertheless there 
should be such a claim on that in the public interest, by virtue of the 
payment of royalties, that funds should be created, out' of which there 
could be constructed on the surface, permanent assets for the benefit 
of the State, for the benefit of the counties, and for the benefit of the 
school children. ? 

It must be borne in mind that the rest of the royalty is divided 
among the States and the Federal Government. The Federal Gov- 
ernment receives only 10 percent of the total royalty collections— 
that’s for cost of administration—the balance goes to the State and 
is distributed by State law; it’s distributed, as you all know to the 
counties, to the school districts, to the upbuilding of roads. 


FLAT ROYALTY RATE 


So there’s a question here that’s much broader than the mere interest 
of the oil industry. I will grant that without any question it would 
be much better and simpler for the oil industry to have a flat royalty 
and no questions asked, but whether or not we should, in the Public 
Lands Committee, write off completely any claim on behalf of the 
people of a State to share beyond 1214 percent in rich deposits, the 
richness of which we may be unable to judge at the present time, I’m 
frank to say I’ve reached no definite conclusion. Therefore, in the 
course of these hearings I am hoping that the question will be thor- 
oughly analyzed, and we shall be given evidence to indicate what the 
result of a flat royalty would likely be upon the total revenue. 

As everybody connected with the oil industry in Wyoming knows, 
I originated and introduced a bill to provide a flat 1214-percent roy- 
alty for a period of 10 years as a reward for the discovery of oil during 
the war emergency. That was intended as a stimulus, as an incentive 
to the search for oil; and I’m glad to be able to say that the record 
of drilling under that law has justified the feeling I had when I 
introduced the bill. 

I’m glad Congressman Barrett has raised this question because it 
is of the utmost importance, not only to the Federal. Government but 
to the people of the States. I’m sure the oil industry, which has 
cooperated so magnificently in winning the war, will continue to 
cooperate in its operations during peace, so that all factors of our 
community will be benefited. 

Senator Rosertson. Mr. Chairman, may I suggest that, as I see 
from this letter of the Rocky Mountain Oil and Gas Association, 
there are over 400 members, and I take it from Mr. Healy’s statement 
that this includes representatives of the larger companies, smaller 
companies, and independent operators, in fact, most people who are 
interested in the development of oil and gas in the Rocky Mountain 
region. May I suggest that a list of the membership supplied 
the commmittee for its records? | 

Senator O’Manoney. Yes; I think that would be very desirable. 

Mr. HeAty. I think that would be a good idea, Senator. 

_ (Nore—Subsequently, a list of the membership of the Rocky Moun- 
tain Oil and Gas Association was supplied and is on file in the office 
of the Senate Committee on Public Lands and Surveys.) 

Senator O’Manoney. The next witness is Mr. J. R. McWilliams. 
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STATEMENT OF J. R. McWILLIAMS, VICE PRESIDENT, CARTER 
° ' OIL CO., TULSA, OKLA. ~ 


Mr. McWiuiams. Mr. Chairman and gentlemen of the committee, 
my name is J. R. McWilliams; my home is in Tulsa, Okla.; at this 
time I am vice president of the Carter Oil Co., in charge of producing 
operations. I’ve spent about 25 years, more particularly in the pro- 
ducing phases of the industry. 

Senator O’Manoney. Let us not forget, Mr. McWilliams, that for 
several years past you’ve been one of the prominent and able mem- 
bers of the Petroleum Administration for War. 

Mr. McWiru1ams. Thank you, Senator. 

Senator O’MaHoneEyY. Just last night, in a broadcast which I hap- 
pened to hear as I was driving into Casper, tribute was paid to the 
services which had been performed for the Nation by Mr. Davies 
who is Deputy Administrator for War, and by all the members of 
the staff. I remember one phrase he used that might be of interest 
to you, Mr. McWilliams, and to those who are assembled here, was 
that there was not a single person who came to the service of the 
Petroleum Administration for War from the oil industry who was 
not in every respect worthy of the public trust that had been imposed 
upon him. That compliment, I think, was intended for you, too, Mr. 
McWilliams. 

Mr. McWnmiutams. Thank you. The first 15 years of my experi- 
ence in the producing phase of the industry was what we know as 
the petroleum-engineering phase. The last 10 years, I’ve been more 
in the administrative and management end. I might add I spent 7 © 
months as assistant proration umpire with the Oklahoma Corpora- 
tion Commission. As the Senator said, I’ve just completed, as of 
August 1, 1945, a year’s assignment as Director of Production of the 
Petroleum Administration for War. 

It seems to me this is a very appropriate time for the Congress to 
be reviewing its procedures in the handling of public lands, especially 
as to leasing oil and gas lands. We have just passed through a war 
on two fronts that pulled very heavily on the reserves in this country. 
At the beginning of the war we were producing in this country about 
3,800,000 barrels a day, and at this time, and with the close of the 
war, it is something in excess of 4,900,000 barrels a day. I recall an 
estimate in the Petroleum Administration that if the war lasted 
through the year 1946, during the war period we would produce 25 
percent of the total amount of 01] that would be produced to date, 
as of that time. You can see an appreciable amount of oil would 
have been produced after that day. 

Our domestic production has increased something like 30 percent, 
and in the foreign field—it might be called the United Nations field— 
I believe the percentage of increase was 80 percent. In barrels, I 
believe the foreign production went from a million barrels to 1,800,000 
barrels during the war. 

Looking to the future, the best estimates that I have heard are to 
the extent that production will again come up to the present level. 
It is expected for a year, or when automobiles shall again be pro- 
duced, and so forth, there will be a drop. I believe I saw some figures 
in the press that by the end of next year the automobile industry 
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GEOLOGICAL AND GEOPHYSICAL SURVEYS 


Mr. McWuiiams. Oh, yes, Congressman. ‘On the option phases, I 
think we must keep in mind the industry has changed in its findin 
efforts, and the geophysical method is quite widely used today, which 
is an expensive method. I’ve seen estimates of $4 to $5 an acre as the 
cost of geophysical prospecting. I join with Mr. Healy that the defini- 
tion probably should be a little broader. Core drilling is one; the 
gravity meter, although it isn’t quite so expensive as the geophysical, 
is another; I would say that any method that incurs an appreciable 
expenditure to be made in locating oil, probably should have the same 
benefit as the geophysical. 

In the one phase that Senator O’Mahoney mentioned ag to the pro- 
tection of other than the man who has the option—and to me that in- 
cludes both the large and the small operator—it seems to me that the 
acreage limitation, as to the amount of acreage that the optionee may 
select, goes to protect the others who would compete with him im the 
leasing. 

You know, this geophysical prospecting is not an exact science, by 
any means. We ofttimes find that the oil 1s off a little bit to the side; 
although we try to select the best, we ofttimes find that there is other 
acreage. It has been my observation that your competitor in leasing— 
and this goes to the small as well as the large—is perfectly able to give 
you extreme competition in leasing; and if the optionee can only lect 
a certain portion of the acreage under option, I think you’ll find that 
by the time the cards are all laid on the table, the independent along 
with your major competitors is going to have his share. At least, that 
has been my experience in other areas. 

Senator O’Manonry. May I ask you your opinion as to what proba- 
bility there is likely to be—I recognize of course that it’s difficult, to 
answer this question in an accurate way—but what probability there is 
likely to be that after the allowed acreage has been selected by the 
uptionee, the remaining area would be likely land worthy of prospect- 
ing and snapped up by independent operators ? 

r. MCWILLIAMS. That would change with the particular basin you 
were in here in Wyoming; some areas, a large block of acreage, that 
contains more than one structure; that would be very difficult to an- 
swer, except that—I just have the feeling your competitor, by that I 
mean large and small, is going to get his share of that acreage; and the 
only benefit that the optionee should have is something to protect him 
for the investment he makes in his explorations. 

Senator O’Manoney. [asked the question out of experience, because 
after the Leasing Act was passed I began to practice law under the 
Leasing Act, and I’m fanuhar with the fact that many applications 
were filed for prospecting permits which included the area which the 
applicant believed to be good oil land, and then a lot of sheep pasture 
besides, so that upon discovery he could select all the valuable land at 
5 percent and let the sheep pasture go back to the Government. I say 
that becnuse | drew such applications myself. Would that not be pos- 
sible under the geophysical and geological methods suggested by Mr. 
Healy and yourself ? 
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Mr. McWiu1ams. I don’t know whether this directly answers your 
question, but I think maybe in discussing this we start out on the 
assumption that some large operator is going to in some way corral the 
good acreage. If he is a large operator he’s going to have several 
areas; and the acreage limitation, it seems to me, if he’s going to pay 
all of them, is going to force him to take, you might say, a minimum 
on any one structure. 

So it seems to me the inability to exactly know where the oil lies, 
if it’s there, coupled with the fact he’s limited in the amount he can 
take, there is going to be some of it left for what I term “the com- 
petitors.” 

Senator O’Manoney. Of course, experience teaches us that many of 
the big oil companies have failed to develop good oil lands which were 
within their grasp, and later on the little fellows came along and 
profited by their failure. 

Mr. McWiu1ams. I think we can all pay tribute to the extent to 
which the little operators, as you term them, have found, discovered, 
and developed fields in this country. Sometimes they turn out to be 
bigger than they start. 


TOO MUCH DISCRETION WITH INTERIOR ON LEASE 


I find this bill does not cover one phase of this leasing that seems 
to me is- important. In the lease forms, as I understand them, 
although I have not read them carefully, the regulations which I be- 
lieve are put out by the USGS leave entirely too much to the discretion 
of the Secretary of the Interior and his staff. We have seen in the 
leasing of private lands, through the years, some rather simple methods 
of leasing. These provisions have been adjudicated in the courts, to 
where there has grown up a method of leasing, developing, and oper- 
ating of properties that’s left pretty much in the hands of the operator 
how he shall proceed. I think because of that very fact the technique 
of producing oil has advanced appreciably. 

I’m thinking, though, more particularly of the discretion of the 
Secretary of the Interior as it applies to how he perhaps might be 
considered as controlling your capital investment. It would seem 
to me that if the private landowner can protect himself through court 
action, if necessary, certainly our Government, with their technical 
resources, legal resources, and so forth, would be more in a position 
to protect the Government’s interest. 

So I offer to this committee the suggestion that the Congress could 
prescribe the lease form, with the further admonition that rules and 
regulations should be confined strictly to what you might term “the 
conservation and ultimate production of the properties.” I believe 
there probably would be more leasing and developing of your Federal 
lands, and I think in the final analysis it would probably be as well, 
or perhaps better, developed than they are at the present time. That’s 
my personal observation on this, and I’d like to offer it to this com- 
mittee. 

Senator O’Manoney. One of the reasons why, Mr. McWilliams, 
over a long period of years the Congress has given to administrative 
boards an official power to make regulations for the administration 
of any particular law is, of course, the impossibility of foreseeing at 
the time a law is being drafted all of the conditions that may arise. 


DEVELOPMENT OF OIL AND GAS ON THE PUBLIC DOMAIN 29 


So it was deemed the only proper, the only safe, practice, the only prac- 
tical practice, to permit the drafting of regulations. 

Those regulations should always be within the scope of the act itself 
and should not go beyond the act. Of course many abuses have grown 
up. That’s one of the reasons why there has been developing a feeling 
in Congress that there should be administrative tribunals created, to 
afford an opportunity to correct those abuses. But it is extremely 
difficult to write into a statute details of various kinds. Whether it 
will be possible to write into the statute a lease form is a question that 
I personally should like to see developed, and I hope Mr. Edelstein in 
due course, will discuss that subject with us. There might come a 
time, you know, when you would want to change the form or change 
the regulations, and if it’s written into the law then you must get an 
amendment; if it’s not written into the law, then it’s possible for the 
department administering the law to make a change by regulation, and 
that sometimes, is supposed at least, to be easier of accomplishment. 
It is not always so, of course. ; 

Mr. McWnuut1ams. I can see that a leasing form which now would 
seem proper, might in due course become obsolete, and as you say it’s a 
lot more difficult to get that changed by congressional action than it 
would be by administrative action. It would seem to me though, that 
the objective of the lease form might be outlined, with some admoni- 
tion as to discretion, and so forth. Frankly, I haven’t had too much 
contact as yet, and my company hasn’t, with development in the Roc 
Mountain territory. Perhaps I’m unduly alarmed about this, but 
do hear many references in this country as to the degree to which the 
operator feels that he is put to to conform to these rules and regula- 
tions. Maybe we’re spoiled, but I do feel that the industry has demon- 
strated that with the passage of time techniques and methods have 
progressed. 
~ Personally, I would feel that more discretion could be extended to 
them. I believe that’s 

Senator O’Manoney. Extended to whom? 

Mr. McWit.ias. Operators in the industry. 

Mr. Epetste1n. Senator, I might say that the form of the lease is so 
long, and perhaps complicated as the industry people seem to think, 
primarily because it merely incorporates provisions of the statute. 
‘The complexity is not the result of any regulations we have formulated. 
Provisions in the statute make necessary certain provisions in the 
lease. The regulation aspect is not relevant here. 

Mr. McWuuiams. I'l] have to admit I am not familiar with the act, 
and if the act has placed this responsibility upon the Secretary and his 
staff, it seems to me that all the more so it might be a good time to 
change the act. 

Mr. Epetstrein. As the Senator has mentioned, you can’t expect the 
Congress to act in advance as a real-estate management office in for- 
mulating detailed operation and management of the public domain; 
it’s just impossible. And, in the first place, to the extent that any 
administrator ever steps over the bounds and formulates regulations 
which are unreasonable, you have a form of judicial review right now 
as to any redlly arbitrary action; and in the second place of course, 
Congress can always correct the administrator. So far as I know, 
Congress has never sought to revise our regulations. 

78298—45——-8 
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Mr. McWiurams. Speaking as to this review by the court, I am 
informed that the time element seems to be quite important. Many 
times in your operations if you have to, in effect, sit down to try your 
case, the economics just don’t justify it, and as a result you go along 
as best you can. I’ve heard that expressed. 

Mr. Epetstern. And yet there has been no successful judicial review 
of any of our regulations, ever since the leasing law went into effect. 
The few efforts that have been made have been unsuccessful; a pretty 
good record. 

Senator O’Manoney. Perhaps the system of judicial review hasn’t 
been liberal enough, Mr. Edelstein. panes 

Mr. Epexsrein. Of course, as it now stands the courts are limited 
to purely arbitrary action, and even if they disagree with us they 
have no power to revise. 

Senator Rosertson. You are confining yourself entirely to oil and 
gas, are you not? | 

Mr. Eperstern. Yes. 

Senator O’Manoney. Congressman Barrett. 


PRODUCTION FIGURES 


-Congressman Barretr. I want to compliment you, Mr. McWil- 
liams, on your splendid statement. I would like to ask you for my 
own information, to review a few of the facts you’ve given us: As 
a matter of figures, the daily production, as I understand at the pres- 
ent time, is around 4,900,000 barrels, and prior to the war it was 
around 3,800,000 barrels; is that about right ? 

Mr. McWiu1ams. That’s right. 

Congressman Barrett. Is it your idea that after the reconversion 
period is over, the demands in this country will be approximately 
the same as they are today ? 

Mr. McWituiams. That answer is based upon several estimates that 
have been made by what I deem to be competent authorities, and 
that is their best estimate, sir. 

Congressman Barrerr. IJ was concerned about a couple of other 
statements you made, Mr. McWilliams; you have stated of course, 
that our production has increased approximately 30 percent during 
the war; whereas the production in other nations that are, or were, 
associated with us in this war has increased 80 percent. I’ve been 
told that we have contributed approximately 75 percent to the total 
supply of the United Nations in the prosecution of this war; is that 
statement correct ? 

Mr. McWiuu1ams. You must keep in mind the figures you quoted 
are in percentages and should be taken as such. Insofar as in barrels, 
say at the present time 4,900,000 domestic, 1,800,000 foreign—I’ll have 
to calculate—75 percent is approximately correct for the percentage 
which the United States is at this time producing, or, rather, during 
the latter months of the war. 

Congressman Barrett. I was led to believe, Mr. McWilliams, -in 
something that I heard, that some of our allies had production that 
they either couldn’t get at for one cause or another, or they did not 
use anyway, in the war effort, common war effort, and so I’ve been 
a little bit surprised at the fact that the production of our so-called 
allies or rather associates in this war, has been higher in percentages 
‘than even in this country. 
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FOREIGN OIL PRODUCTION 


Mr. McWuu1ams. I think there are some good reasons why the 
United States has been called upon to produce such a large per- 
centage of oil for the war effort. You must keep in mind that our 
refining capacity is concentrated in this country; we have the trans- 

ortation facilities; I’m thinking of pipe lines; and above all we 
vad an excess productive capacity, which was available at the time 
of the declaration of war. In other words, we were in a position to 
increase our production appreciably. As you go to the South Amer- 
ican countries, and especially Venezuela, they were also in that posi- 
tion, except as we got into the war and the submarine became a factor, 
transportation by tanker of the oil from Venezuela to this country 
was seriously hampered. Imports were seriously restricted. 

Since the submarine menace passed, they have developed their 
production down there; they’ve doubled their production, principally 
in Venezuela. As we pass to the Near East, or the Middle East, more 
appropriately—Iraq, Iran, and so forth—they have large reserves of 
oil in that area, but, again, their refining capacity was very low, and 
to transport that oil, say into this country for refining, we just did not 
have the tanker capacity, and along with it was some submarine menace. 
Even during the latter phases of the war the development of more oil 
in the Middle East was still restricted by the refining capacity, even 
though they were increased, and as we came to the Japanese war some 
of us—I know I do—get confused in our job, but the haul from the 
Persian Gulf, going around Australia into the Pacific theater, was 
much greater, say, than the haul from the Pacific coast, and from the 
Caribbean and the east coast. 

So I think it was the circumstances from a producing, transporta- 
tion, and refining aspect that dictated what was done rather than what 
we would like to have done. 

Congressman Barrett. I appreciate that. Of course, we come back 
to the same old proposition that while—I guess two of our big com- 
panies have major holdings there in the Middle East, the Texas and 
the Standard, nevertheless, Great Britain controls most of that poten- 
tial crude over there; and with the way lend-lease has worked out and 
the peculiar circustances arising out of the production and refining in 
this country, I suppose we are going to be m a pretty bad way, so far 
as ever recovering anything in the way of the crude oil] from any of our 
ee for their share that they should have contributed to the war. 
effort. 

But I’m not so much concerned about these international matters, 
Mr. McWilliams, as I am about our own situation at home, and I think 
you may know it—I see that you are a man that is pretty well versed 
in the o1] industry—but in our State the United States controls about 
81 percent of the oil or the mineral resources underlying our 62,000,000 
acres in Wyoming, so we’re up against a peculiarly difficult problem 
in the matter of the promotion of the development of oil resources. 

Of course, all of the structures that even a country layyer could 
determine are gone by the boards and the structures that are left are 
very difficult to find and it takes geophysical work and it takes expen- 
sive exploratory operations, so I, while I’m somewhat concerned, of 
course, about the income our schools and the university gets, as well 
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as the reclamation fund, nonetheless, I think the problem for the peo- 
ple of the West is, Will we recover more by giving the industry the 
usual royalty rates and ask them to go ahead and get this production 
up to what it is today? So I’m inclined to agree with your conclu- 
sions and your statements, and I again say I think you made a very 
valuable contribution to tlis record. 


ROYALTY RATES 


Mr. McWi.u1ams. I might make this observation: That, in my opin- 
ion, a lower royalty rate tends to promote better development and 
operating practices than the higher rate, and it all goes to dollars. I 
believe that you have better Opes techniques, so far as ultimate 
recovery 1s concerned, at a lower royalty rate. 

Congressman Barrett. The rate that’s accepted by all of the private 
owners in Wyoming, and also by the State of Wyoming, has been 1214 
percent, and I assume that it is the going rate throughout the mid- 
continent area. 

Mr. McWituiams. Yes, sir; it is. 

Congressman Barrett. Do you think the public interest and the 
conservation of oil, and also the best interests of the United States 
itself, would be served by the Government accepting the same royalty 
rate that’s accepted by private owners? 

Mr. McWi.uiams. I do in the light of the economic conditions in 
the oil business, at this time, I firmly believe that. 

Senator Rospertson. Mr. McWilliams, you feel then, that the 1214 
percent royalty on all lands would stabilize the industry materially ? 

Mr. McWiuuiams. I do. You make your decisions on what money 
you’re going to invest. We have through our experience some yard- 
stick of what we can expect. We haven’t much yardstick of how 
many prolific fields we’re going to find and how many lean ones we’re 
going to find or what our costs are going to be. I think we must keep 
in mind our fields are becoming deeper all the time. I expect we're 
25 percent deeper in our wells on an average than we were a few 
years ago. 

That incurs more cost. So if our 1214 percent has been correct in 
the past; there could be some argument that in view of the higher 
cost involved, it would and should be lower. But, again, I make the 
point the whole proposition from the well to the consumer is now 
geared to 1214 percent; the producing operations and your investment 
are geared to 1214 percent; therefore it seems to me wise that the 
Government should have the same royalty. 

Senator Ropertson. In order to look ahead and know if you develop 
areas, just what the royalty is at the start before you start any develop- 
ment expenses ? 

Mr. McWiurams. I think that’s correct. 

Senator O’Manoney. Any other questions? We’re very much in- 
debted to you, Mr. McWilliams. 

This afternoon the committee will reassemble promptly at 2 o’clock. 
The first” witness will be Mr. George Brimmer of Cheyenne. The 
committee will stand in recess now until 2 o’clock. 

(Whereupon, at 12:10 p. m., a recess was taken until 2 p. m. of the 
same day.) 


DEVELOPMENT OF OIL AND GAS ON THE PUBLIC DOMAIN 33 


AFTERNOON SESSION 


Senator O’Manoney. The committee will resume. Mr. Brimmer, 
will you come forward, please? 


STATEMENT OF GEORGE E. BRIMMER, INDEPENDENT OIL 
OPERATOR, CHEYENNE, WYO. 


Mr. Brimmer. Mr. Chairman, Senator Robertson, Congressman 
Barrett, representatives of the Interior Department and the State, 
fellow members, my name is George E. Brimmer; residence, Cheyenne, 
Wyo.; oil-lease broker; small operator; royalty holder; used to be a 
lawyer. 

See O’Manonry. Why do you use the past tense, Mr. Brimmer ? 

Mr. Brrume_er. I’ve been told. : 

Senator O’Manoney. I desire to announce that Mr. Max Ball, well- 
known throughout the country, particularly well-known here in the 
West among oilmen, is here this afternoon, representing the Petroleum 
Administration for War. He tells me he is here as an observer. I 
hope that before the sessions are over we may induce him to say at 
least a word or two. Mr. Brimmer, will you continue, please? 

Mr. Brrmme_r. I was, and am a member of the legislative committee 
of this association. I was able to be present only at one meeting of 
the committee which was considering this legislation. Last night, I 
had the opportunity to read over the letter which was addressed to 
you, Mr. Chairman, by the Rocky Mountain Oil and Gas Association. 
I am in complete accord with the vast majority of things mentioned in 
that letter. There are one or two suggestions I want to make which 
were not covered; there are two points wherein I am not in thorough 
accord, With your permission I would like to consider the bill as. 
presented. 

ROYALTY RATES 


At the time the original draft of the letter was sent out to the mem- 
bers for consideration, there were also some proposed amendments, 
whereby the clause referring to royalty above 1214 percent would be 
eliminated in two places, and a flat 1214 percent inserted, but, appar- 
ently, the final draft of the letter did not eliminate all references to 
a sliding-scale royalty. I note at page 2, lines 17 and 18, reference to 
not less than 1214-percent royalty. I suggest an amendment of line 
17 by cutting out the word “such” and inserting in lieu thereof the 
word “the,” by cutting out the words “may be” on the same line, and 
on line 18 cutting out the words “not less than.” 

At page 3, line 3, I suggest that the words “in the case of oil” be 
stricken. 

At line 4, cut out the words “when the said production does,” and 
eliminate lines 5 to 14, and the first four letters on line 15. _ 

At page 4 it is stated: that “A! leases issued under this section shall 
be conditioned upon the payment by the lessee * * * of 25 cents 
per acre * * * rental prior to discovery and of a minimum roy- 
alty of $1 per acre,” but no mention is ane there as to the royalty. 
I suggest amendment as follows: 

Line 12, after the word “discovery,” cut the word “and”, insert 
a comma and insert following the comma the words “upon the pay- 


34 DEVELOPMENT OF OIL AND GAS ON THE PUBLIC DOMAIN 


ment.” Line 14, after the word “discovery”, insert a comma and the 
words “and the royalty of 1214 percent in amount of value of the 
production.” 


UNITIZATION 


My attention was strictly called to page 5 of the bill. By reason 
of the fact we have had considerable trouble in obtaining the issuance 
of unit agreements from the Department of the Interior. I am not 
blaming the Department for delay because I realize the number of 
applications that have been presented for approval and the necessity 
for making a check upon the area in the field. But the delay has pre- 
vented, during the war, that development which should have been 
done. I was told just a week or two ago right in this a by a very 
prominent attorney, connected with one of the major oil companies 
that for over a year that company had been trying to obtain approval 
of unitization. It wasn’t disapproved; no suggestion as to changes, 
but they were held up on their drilling operation. 

At page 5 we are apparently dealing with a proposition whereby 
the benefit of the 1214-percent royalty will be given to the lease upon 
which discovery is made, and also to the lease which makes contribu- 
tion to that discovery well, if the boundary of that secondary lease is 
within 2 miles of the discovery well. : 

I want to suggest an amendment at page 5, at line 8, commencing 
with the word “upon,” strike out the balance of the sheet, everything 
on the balance of the sheet or page, and insert in lieu thereof the 
following: 


ROYALTY BENEFITS BASED ON NEW DISCOVERY 


Upon the determination by the Secretary of the Interior that a new oil or gas 
field or new deposit in the field theretofore proven in other formations has been 
discovered after May 27, 1941, by a well drilled within the boundaries of any 
Government lease, or upon any patented land— 


I call attention that that— 


or upon any patented land, the royalty obligation to the United States of the 
lessee who drilled such well on Government land, and the royalty obligation to the 
United States of any Government lessee contributing to the expense of such 
discovery well upon either patented or Federal land, upon a reasonable acreage 
basis pro rata of the estimated probable productive area of the structure, shall 
as to such new oil or gas field or deposit, be 12144 percent in the amount of 
value of the production of lands so leased from the United States; | 

Provided, That the well so drilled to discovery is within 3 miles of the bound- 
aries of the Government lease for which contribution is made upon such pro 
rata acreage basis; 

Provided further, That the operator and lessee drilling such well to discovery 
upon Government land shall be— 


upon Government land, not upon patented land— 


shall be and he is hereby, obligated upon tender to extent such contribution to 
discovery well expense, and within 10 days thereafter, to file formal notice of 
the receipt of contribution, with the registrar of the appropriate land office in 
which district the structure is located; 

Provided further, That such Government leases upon which discovery was made 
or for which contributions are made, shall be excepted in determining holdings 
or control under the provisions of this act. 


We frequently have structures in this State as well as in other States, 


where the Government land is not the most favorable point for drilling 
the discovery well. It might be at one end of the field instead of 
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in the center; it might be patented land rather than Government land; 
the well should be drilled at the most feasible point to aid in the 
discovery of new reserves. There’s no reason why the benefit of that 
discovery shouldn’t be given to any Government lessee who contributes 
to that well, because the Government land has received the benefit of 
the discovery. 

Congressman Barrett. Mr. Brimmer, will you yield for a question 
right there? | 

r. Brrmme_r. Certainly. 

Congressman Barretr. Assume that the agreement is to contribute 
in the case of a dry hole, and they get a production and consequently 
he’s not called upon to make any contribution to the well; would he 
be entitled to the oil royalty in that case also? 

Mr. Brimmer. Not under what I suggested here. Congressman, and 
I had it in the original when I wrote this out last night, but the more 
I considered the more was I convinced the question would arise as 
to the financial standing of the person offering to make the contribu- 
tion; and the Interior Department would be up against a very difficult 
proposition to determine whether or not the agreement to contribute 
in the case of a dry hole would be valid. I thought if we just had 
reserved the whole thing, for the time being at least, to an actual 
contribution.in cash pro rata on the basis of the estimated probable 
productive area of the structure, then we might have something work- 
able. So you’ve got to consider from the administrative end as well 
as from the other end. I admit your suggestion is fair, but it’s going 
to be difficult to handle practically: 

Congressman Barretr. You can see there’d be some difficulties arise, 
but I’m mindful of the fact it’s quite a common usage in the industry 
in our State. ; 

Mr. Brimmenr. It could be handled if the holder, or the Government 
lessee, would give the operator drilling the discovery well a suret 
bond to make the payment. But I know most operators would hesi- 
tate to accept simply a written agreement to make the payment unless 
they were ibaoltels certain of the financial standing of the party 
obligating himself. 

Congressman Barretr. It may be your suggestion will work out * 
Just as well, anyway, I thank you for the interruption there. 

Senator O’Manoney. Do you want this to extend to the develop- 
ment in lower horizons within the boundaries of a proven field ? 

Mr. Brimmer. Yes. The bill I have written uses the words “New 
oil or gas fields or deposits.” There is a chance for a question as to 
whether that deposit was intended to be meant in a new oil or gas 
field, or referred to a proven field with a discovery in the lower or 
even in the higher formation, which sometimes occurs. That’s why I 
thought it better to emphasize the fact that I was referring to a 
proven field. 

Senator Ropertson. Mr. Brimmer, this is your own amendment, this 
was not 

Mr. Brimmer. This was not submitted to the committee. As Ihave 
stated, Senator, I attended only one meeting here in Casper, and I 
did not receive the final draft of the letter to Senator O’Mahoney 
until yesterday. I read it last night, commencing about 9 o’clock. 


36 DEVELOPMENT OF OIL AND GAS ON THE PUBLIC DOMAIN 


Senator Ropertson. The legislative committee has not considered it! 

Mr. Brimmer. The legislative committee has not considered this 
nor any suggestion by me today. 

Senator Ropertson. I would like to hear, after Mr. Brimmer has 
finished, what the legislative committee, possibly through Mr. Healy, 
thinks of these amendments proposed by Mr. Brimmer. 

Senator O’Manoney. I think we can probably develop that in dis- 
cussion later on; or at this time if Mr. Healy cares to make any 
comment. 

Mr. Brrumer. I would suggest, Mr. Chairman, that Mr. Healy 
would like probably to have a chance to read over my notes and have a 
talk with a few members of the committee before making any 
announcement one way or the other. 

Mr. Heaty. I think that is correct. 


STOCKHOLDERS OR ASSOCIATION MEMBERS 


Mr. Brrmmer. Page 10. To my mind the language as used in, the 
bill to the effect that no person—that’s line 2— 
No person, association, or corporation shall take or hold at one time any 


interest or interests aS a member of an association or associations, or as a 
stockholder of a corporation or corporations holding a lease or leases, under— 


permits should be stricken out, of course— 


under the provisions hereof, which, together with the area embraced in any 
direct holding of a lease or leases, under this act, or which, together with any 
other interest or interests as a member of an association or associations or as a 
stockholder of a corporation or corporations holding a lease or leases, under the 
provisions hereof, for any kind of mineral leases hereunder, exceeds in the 
aggregate an amount equivalent to the maximum number of acres * * *. 

To my mind, there was danger under that provision as written in 
the bill, that a stockholder might be charged with the entire acreage 
held by a corporation under lease. For instance, if I held my total 
acreage of three leases in the State of Wyoming, and I was a small 
stockholder in a corporation, and also held three, the question might 
be raised in the future as to whether I would be chargeable for the 
‘ holdings of that corporation. 

I therefore suggest an amendment, at line 6, page 10, cut the words 
“permit or permits;” line 7 following the word “which,” insert: “pro- 
portionate interest as a stockholder or association member.” 

Line 9, after the word “other” insert “proportionate.” Lines 11 and 
12, omit “permit or permits.” 


GEOLOGICAL AND GEOPHYSICAL SURVEYS 


I now proceed to a lower part of that same sheet 10, which provides 
that the interest— 
of an optionee under an option to purchase or otherwise acquire one or more oil 
or gas leases, or any interest therein, when coupled with the express obligation 
to conduct geophysical examination of the leased land, shall not prior to the 
exercise of such option, be a taking or holding under the acreage limitation 
provisions of any section of this Act. 

That matter was covered by Mr. Healy this morning and I thoroughly 
agree with what he stated, but I suggest that at line 19, following the 
word “conduct,” that there be inserted the words “geological and.” 
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- Mr. Hearty. As I understand—— 

Congressman Barrett. Will you repeat that, please? 

- Senator Rosertson. Put the words “and geological” after “geo- 
physical.” The line, as I understand it from Mr. Healy, reads “obliga- 
tion with right to conduct geophysical and geological examination of 
the leased land.” Isn’t that right, Mr. Healy ? 

Mr. Hearty. With this exception: That in place of the “and” I used 
the word “or,” for the reason that core drilling might be more effective 
than the seismograph. 

_ Mr, Brimmer. I will state, Senator, that I used the word “and” by 
reason of the remark made by the chairman (Senator O’Mahoney) 
this morning, to the effect that we had in the past from the early days 
of the oil industry in Wyoming, been utilizing geological examinations 
of various kinds, and now this bill contemplates the use of geophysical 
examinations. Asa matter of fact, most operators use both geological 
and geophysical when they make their examinations. | : 

Senator Ropertson. I am not a lawyer, but probably you lawyers 
might make use there of the legal term “and/or.” 

Mr. Brimmer. The chairman suggested that there should be some- 
thing more than geological, and I agree with him. “Geological” is 
what we always have used but there isn’t a big operator today without 
geophysical examination that will go ahead and drill a test well, in 
Wyoming at least, and that’s generally true down in the Gulf States. 

Congressman Barrerr. Your idea, then, George, is that they would 
do both in any case, is that it ? 


OPTION AGREEMENTS 


Mr. Brrmmer. That’s it. Line 22 of page 10. It was stated in the 
bill—this is the option to purchase or otherwise acquire one or more 
gas leases: 

Provided, That no such option shall be entered into after June 1, 1945, for a period 
of more than two years in the aggregate, without the prior approval of the Sec- 
retary of the Interior. 

I suggest the following amendment: Line 3, strike the word “two”— 
line 23, strike the word “two” and insert in lieu thereof: the word “one.” 
Lines 24 and 25, strike the words “without the prior approval af the 
Secretary of the Interior.” 

It is my belief that there is no reason why the geological and geo- 
hysical examinations cannot be made within 1 year. The lands have 
een leased. As a general rule, the operator has looked over these 

lands upon the basis of recommendations made by those who took up 
the lands originally by application for Government lease. The opera- 
tor knows there are certain regional features or surface features shown 
by geology that justify geophysical investigation. They are consider- 
ing the matter of going to the expense of geophysical examination, 
which may involve gravity meter or seismograph; if it’s seismograph 
it’s going to run anywhere from $12,000 to $20,000 a month for the 
crew. But before they go into that they know pretty thoroughly what 
they’re going to do; they’re planning for the work of the ensuing year, 
their seismograph crew. 
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There’s no use of tying up the public domain under those options 
for 2 years and even longer as is proposed in this bill, because that crew 
can go in there if it has the aineceigns and make the examination 
within 1 year, and do it in the summer months at that. You can’t 
do the seismograph work in the winter; it has to be when the ground is 
not frozen, when they can get around. I really believe 1 year is suf- 
ficient. It’s simply to give a chance to others to go in and make a subse- 
quent examination if the one seismograph crew turns it down. The 
mere fact that a proposition was turned down by the deductions 
reached from a selsmographic examination will not show to any geo- 
physical crew that it cannot go in and perhaps demonstrate that there 
1s-a closed structure where the first crew turned it down. . 

I have an instance of mine right over here in Lost Soldier where one 
seismograph outfit was in there working for my associate and me for 6 
weeks and turned it down; another has just been completed at an ex- 
pense of over $30,000, and approved. They’re drilling now. That’s 
going to happen all over the State. That’s the reason I think 2 years 
is to long to tie the thing up. If they’re going to hold the option and 
not be charged, let them go ahead and make their investigation. 

Congressman Barrett. George, what you are trying to say is that 
thes solemn gra pic crews do not agree generally any better than law- 
yers, is that it ¢ 

Mr. Brimme_r. It isn’t that bad, Congressman, since the recent rul- 
ings of the Supreme Court of the United States. 

ow we proceed to line 25 at sheet 10. I go back to line 24 at page 
10. Isee no reason just why we should have the approval of the Secre- 
tary of the Interior to the option. If you want this development, if 
you want these investigations made, if the people are acting squarely 
and honestly, and decide how much land they can hold, and see that 
they hold no more; under those conditions, you don’t need the prior 
approval of the Secretary. There should, however, be a right in the 
Secretary to cancel the option, if they’re not playing fair. 

Senator O’Manoney. I think it might be pointed out, Mr. Brimmer, 
that under this language as it is now written, it would be within the 
power of the Secretary to grant an option for a longer period than 2 

ears. 
@ Mr. Brimmer. I want to avoid that. I wouldn’t have suggested the 
changing of the 2 years to 1, but for that proposal made in this bill, 
that the Secretary upon cause shown, and that’s easily shown, could 
defer the time for limitation of option. 

Senator O’Manoney. Your suggestion, therefore, is that there 
should be a definite limit in the bill, and longer options should not 
be granted by the Secretary ? 

Mr. Brrmmer. That’s what I thoroughly believe. If they want to 
make another attempt, after investigation, then let them go and get 
another option. Nothing in the bill forbids that. 


ACREAGE LIMITATION 


Coming now to page 10 again, line 25, it reads: 
Provided further, That no person, association, or corporation shall hold at one 
time such options of more than one hundred thousand acres in any one State. 


That matter was discussed there at the one meeting of the com- 
mittee that I attended, and I will admit there was no final, definite 


% 
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conclusion reached. I might have agreéd with the committee if I had 
stayed there and listened to them, but I wasn’t there and I didn’t sign 
the report, so I am commenting right now on that 100,000 acres. It’s 
easy to want all we can get. Ido. I try to get it. But there is no 
‘reason under the sun why they should have more land under option 
at one time in this State than they do in the States where the land is 
patented. A hundred thousand acres is approximately—oh, it must be 
about 150 sections. That would be about 12 miles square. That, to 
my mind, is not excessive and yet when you come down to the language 
used in the letter addressed to Senator O’Mahoney as chairman of 
the subcommittee of the Public Lands Committee of the Senate, sug- 
gesting all limitations be taken off, you are running the danger that you 
are going to create a plea of monopoly; and make it more difficult to 
obtain those grants of—I don’t like to say the word privilege—those 
grants of rights to which the oil operators are entitled in order to 
develop this State. 

You go down to the Union Pacific. ‘There on each side of the rail- 
road you have 20 miles where the alternate sections are owned by the 
railroad and alternate sections by the Government. If you allowed 
a block of 100,000 acres of Government land, it means that if they 
made an agreement with the railroad company for the other 100,000, 
they have tied up 200,000 acres. That’s quite a block of land when I 
mention it to my friends in the East. This bill has to go before a 
Congress that is not acquainted with the wide, open reaches out here, 
nor with the difficulties encountered in the endeavor to find structures 
in these public lands. I see no reason why we should go beyond the 
100,000, and I believe myself if you cut it down to 50,000 acres along 
this line of amendments, at line 2, of page 11, strike the words “one . 
hundred” and insert “fifty”. Line 12, page 11, after the words “any 
one” insert “block or more than three blocks at least 50 miles apart 
in any one”. It would then read that— 
no person, association, or corporation shall hold at one time such options of more 
than fifty thousand acres in any one block or more than three blocks at least fifty 
miles apart in any one State. 

Senator O’Manoney. Is the word “block” sufficiently clear from a 
statutory point of view? 

Mr. Brimmer. It might not be, especially in connection with the 
Union Pacific lands. 

Mr. Hearty. Might I say a word in that connection ? 

Senator O’Manonry. Yes, Mr. Healy. 

Mr. Hearty. Mr. Brimmer is correct that we discussed this three 
blocks of 50,000 acres each in the legal and legislative committee, and 
I believe nearly all the members of the legal and legislative committee 
present were in agreement with Mr. Brimmer, and we started to draft 
up something of that kind. Upon looking at the minutes of the 
association itself, which authorized the legal committee to do the work, 
we came to the conclusion, I believe after Mr. Brimmer had been 
required to leave, that we did not have authority as a committee to 
do anything but make the recommendation, which the unanimous 
vote of the association had recommended in the meeting of July 25; 
and while I think there is no disagreement with what Mr. Brimmer 
has just said, with the members of the legal committee, on the basis 
of the three blocks, or something of that nature where they were 
divided, we had no authority from the association, which had voted, 


40 DEVELOPMENT OF OIL AND GAS ON THE PUBLIC DOMAIN 


and I believed Mr. Brimmer was not present at the meeting of the 
general association, to recommend that all limitation be taken off 
the options. 

We felt we had some hmitation upon the authority of the com- 
mittee and we tried to confine ourselves in the letter to those things 
which had received unanimous approval of the association. You will 
pardon that interruption, George, but I just wanted to back you up 
‘and give the background which might be of value here. 

Congressman Barrerr. George, do I understand you mean to say 
they have not to exceed 50,000 acres in one block or a total of 50,000 
in 8 different blocks, or is it 50,000 each in the 3 blocks in 1 State? 

Mr. Brramer. Fifty-thousand in each of the three blocks. 

Congressman Barrett. Then it would be 150,000-—— 

Mr. Brimmer. One hundred and fifty thousand, but you would not 
have one big corporation grasping an entire terirtory and preventing 
others from coming in. You may know, Mr. Chairman, that the 
tendency on the Union Pacific today is to grant to major operators 
options for large blocks. When I say large, I mean up to half a mil- 
lion, even more, acres. If you have that unlimited as proposed in 
the letter from this committee to you, you are talking oe giving one 
corporation a chance to go in and tie up one, two, three, or more years, 
a million acres, and the moment you do that, that moment you are 
going to give rise to a call of monopoly, not necessarily from the 
people of the East, but by the people of the State of Wyoming them- 
selves. Brimmer might want to get into that same territory, but he’s 
confronted, in a 40-mile limit stretched along the railroad, with the 
fact that he can’t get in for two, three or perhaps more years, if the 
Secretary extends the hfe of that option on the Union Pacific. 

There’s no use of bringing up and inserting in this bill those mat- 
ters which are going to tend to prevent the passage of the bill. That’s 
the reason for my suggestion of amendments. I agree with the chair- 
man that the word “block” should be emphasized. I don’t believe it 
even has a dictionary definition as ordinarily used in blocking acres, 
Mr. Chairman. 

Mr. Epetstrern. May I ask a question? 

Mr. Brimmer. Certainly. 

Mr. Eveusrrern. From the point of view of limiting total acreage, 
I don’t understand the advantage in being permitted to take any- 
where in the State three 50,000 blocks, which really means, according 
to you, 300,000 when you take into account the railroad lands instead 
of 100,000 acres in one block. 

Mr. Brrmmer. Assume, sir, that a corporation makes an agree- 
ment in Uintah County in this State—that is our southwestern coun- 
ty—for 600,000 acres with the Union Pacific Railroad Co. That has 
either occurred or is in negotiation right today. If they got the 
unlimited acreage on the alternate sections in that block of the Union 
Pacific, they would control the supply of the cheapest crude oil for 
Salt Lake City. The oil bill from the very beginning limited the 
number of acres that could be held on one structure by one outfit. I 
have talked with several on the question of whether under these 
options that limitation was lifted and you could hold more than 
2,560 acres on the structure, but apparently there is no unanimity on 
that point. 
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Mr. Epetsre1n. This bill removes entirely the field ‘imitation of 
2,560 acres. , , s 

Mr. Brimmer. Not by express repudiation of prior enactment, but 
by implication, that’s true. | 

Mr. Epetste1n. It just omits the restriction in the present law. 
The field limitation would be completely removed. | 

Mr. Brrmmer. If I remember correctly, at the end of this para-. 
graph, or in this bill, anything in conflict would be repealed; but, on 
the other hand, the question might arise on legal interpretation as 
to just what was meant. | | 

Mr. Evexstrern. There is no doubt about it, if this bill were passed 
as it now stands, the field limitation would be removed, and would 
only leave a State-wide limitation of twice the present acreage. I’m 
not talking about the options now. 

Mr. Brrmmer. Yes; I understand. That, you feel, is the inter- 
pretation the Department would put on it? 

Mr. Epetste1n. Yes; well, it’s very clear. 

Senator O’Manoney. Pardon me; the section which contained the 
limitation of 2,560 acres in the present law is amended in this bill, 
and that limitation is omitted so far as oil is concerned. Therefore, 
it would be a direct repealer of that limitation. 

Mr. Brimmer. You could have up to 15,000 acres in one structure. 

Senator O’Manoney. That is a provision which ought to receive a 
good deal of attention. 

Mr. Brimme_r. It should; that is very appealing, Mr. Chairman. 

Mr. Epe.strern. You think there ought to be a limitation ? 

Mr. Brimmer. There is no objection to field limitation so long as 
you have unitization. You must have control in some manner in 
order to conserve the gas energy, prevent waste. | 

Mr. Epetstetn. This bill would preserve the unitization authority 
of the Secretary; and that being so, would you be in favor of a field 
limitation ? 7 | 

Mr. Brrmmer. It has always been my judgment that the man who 
made the discovery is entitled to the benefit. 

Mr. Epetsrein. I don’t understand 

Mr. Brrmmer. The man that makes the discovery on Government 
land is entitled to the benefit of that discovery, whether 2,560 acres 
or 15,000 acres, if it’s on one structure, so long as the Secretary can 
see that operator is playing fair with the public. That’s my judg- 
ment, sir. 

Senator O’Manoney. What would you do to make certain that the 
power of the Secretary is such as to attain that object? That is to 
say, to make sure that the operator is playing fair with the public? | 

Mr. Brimme_r. For one thing, Mr. Chairman, I would not have the 
bill just as you have it. | 


GOVERNMENT’S ROYALTY OIL 


Section 36 at page 16; that provides: 


“All royalty accruing to the United States under any oil or gas lease under 
this act on demand of the Secretary of the Interior, shall be paid in oil or gas. 
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That’s all right provided that, again quoting: 


“Provided, That if the Secretary of the Interior shall not be satisfied with the 
market price of oil prevailing in the field he may elect to take the oil royalty 
thereafter accruing in kind in lieu of in money. 

That’s the end of the paragraph. 

It appears, from the letter which was addressed to you, that the 
legislative committee, of which I am a member, believe that the Secre- 
tary should have no right to determine the price of oil. I fail to agree. 
We are confronted in this country with a situation of over 200 billions 
of dollars of debt, and interest which is more enormous than the past 
Government expenses were. We must commence to not only carry 
on our Government business by paying what we owe in the way of 
interest, but by reducing the principal, and we’ve got to pay the 
ordinary running Government expenses. 

When I was a lawyer, I worked for one of the Standard Oil con- 
cerns, which was not a refiner; the same proposition as the Ohio in 
this State at one time, the Prairie Oil & Gas Co. They were simply 
producers. They could not sell their oil produced in Wyoming to a 
major refiner. The intent was to obliterate them as operators in the 
State. I know of the time when the Ohio Oil Co. practically shut 
down fields in this State because the price offered by the refiner for 
crude was so inadequate that they could not operate and meet their 
expenses in development and a fair profit upon their investment. 


FLAT 12% PERCENT ROYALTY 


I know today that in many fields the cost of operation practically 
equals the money received from the sale of oil. I’m talking of 
Wyoming. I know it in other States as well. You simply cannot eat 
your cake and have it. We’re here demanding today a 1214-percent 
basic Government royalty, and I believe in it. Believe in it thor- 
oughly. I believe, and I know there was more development in Wyo- 
ming under that bill you got enacted on December 24, 1942, than any 
time since I’ve been in Wyoming. And I know that it is becoming 
more expensive every year to find these structures in Wyoming. It’s 
becoming, and has become, more expensive to drill the test well and 
to carry on the development and operational expenses. | 

The only salvation in Wyoming to the operator has been the fact 
that in the majority of cases, after a discovery, the operator is also a 
refiner. He has a complete unit. He has his production in the field. 
He has the refinery. He has the sales outlet. He has the transporta- 
tion. And he makes his money not from the operations in the field by 
production and sale of crude, but by the sales of refined products. If 
you cut down the royalty to 1214 percent, and, as I say, I believe you 
should, there’s going to be a cry from this State and from other publG: 
lands States to the effect that you are limiting the amount that, by 
custom, the States have become accustomed to receive to support their 
educational institutions, and, in part, help in the construction of their 

highways. 
~ You can cut down the royalty to 1214 percent and maintain hke 
income to the State and to the Federal Government, if you will main- 
tain in one man the power to insure that, as to production from 
Government lands, unless the oil is sold at a fair price, there will be 
no sale. You can not eat your cake and have it. As operators this 
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group is demanding a 1214-percent royalty. As operators this group 
must also demand from those who buy their crude that they be paid a 
reasonable sum for the crude. And when that reasonable sum is paid, 
the amount coming to the Reclamation Service, the amount coming to 
the State of Wyoming and the other public-lands States, will not 
equal per barrel what they receive today with a higher royalty, but 
the same barrelage. 

In addition, those operators will then have a net income, from which 
the Federal Government can obtain moneys to meet the current ex- 
penses of its Government, and reduce its bonded indebtedness. The 
State of Wyoming will receive moneys to aid the educational institu- 
tions and to carry on its highway work. The State of Wyoming can 
go ahead and obtain, on the gross value of production, a fair return 
at a fair price for the crude. Today they do not get that. Today 
your livestock owner, your homeowner, your manufacturer is paying 
more in the State proportionately than he should, because the market 
price of oil is lower than it should be. The operator today is breaking 
even, yes, but that is not enough if you are to have operators, as 
distinguished from integrated companies, where they have their field 
operations, their own crews, have their refineries, have their sales 
forces, and their transportation. You cannot eat your cake and have it. 

If this group is going to ask you and your associates on the com- 
mittee to recommend a 1214-percent ropaley. this group in fairness to 
you and your committee, should advocate a fair price for oil that shall 
give a reasonable return on the investment of the operator in the field 
and in the operation, as distinguished from refining and from sales of 
refined products. I went off the subject, Mr. Chairman, I apologize. 

Senator O’Manoney. You added a great deal to the information of 
the committee. I’m very glad that my question prompted you to go off 
the subject. This recommendation for a change in the present system 
came to the committee in Washington without any dissent from the 
industry. I think you’ve made a very illuminating statement. 

Mr. Briume_r. It is a matter in which I believe the States have to 
exist, and we can exist only by taxation. 

Senator O’Manoney. There’s no doubt but that producers in this 
State have suffered by a differential price; they received less for their 
oil than the same oil was getting in other States without any reason- 
able basis for what many producers deemed to be a discrimination. 


FAIR’ PRICE FOR OIL 


Mr. Brrumer. On top of that, Mr. Chairman, producers in other 
States have not been receiving a fair price for their oil. Their cost 
of operations went up but there was no price increase on the crude 
and there was a small subsidy which didn’t amount to a tinker’s damn 
on the stripper wells. Every State in the Union where the price of 
crude has been unreasonably low as compared with the cost of opera- 
tions and the investment in the field has suffered, because it could not 
get a fair return on taxes on a fair valuation of the crude produced. 
And that is certainly true in Wyoming. | 

I will return to the subject under discussion. 

Congressman Barretr. George, may I ask you one question there? 

Mr. Brier. Certainly. 
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ACREAGE LIMITATION 


Congressman Barrett. As I understand the present bill, these op- 
tions might cover 100,000 acres in the State, but there is no limita- 
tion as to the number of structures it might cover. You are placing a 
limitation on three blocks as you call it, or it might be three struc- 
tures they could have these options on, is that your idea about it? 

Mr. Brimmer. Yes. 

Congressman Barrett. That would be another limitation on the 
clause here, permitting options then ? 

Mr. Brimmer. You will, of course, remember, Mr. Congressman, 
that the option only would run for 1, 2, or 3 years. The option is 
not taken with any idea that necessarily the land will always be 
charged up against the operator until production ends, until there 
is no production. 

Congressman Barrett. I understand that, but as I see it here, there 
is a limitation of 100,000 acres, but there’s no limitation as to the 
number of structures that 100,000 acres might cover in the State; but 
as I understand your proposed amendment, they would be limited 
to three different blocks or structures or whatever you may want to 
call it but you increase the acreage to 150,000 acres. , 

Mr. Brriwmer. Correct. 

Congressman Barrett. I just wondered if you are consistent there 
by increasing the acreage and limiting the blocks or the structures? 

Mr. Bruwmer. The danger is, Mr. Congressman, that a monopoly 
will be created covering one district or section or region of the State; 
which will control the sale of all oil to refiners. That may be true 
out in Uinta County. One company there might by its agreement with 
the Union Pacific on 600,000 acres and unlimited acres under option, 
be able to control all possible productive areas in southwestern Wyo- 
ming; and thereby control the Salt Lake City market for crude. 

Congressman Barrett. I can see that. Did you have in mind that 
the definition of a lock might be what is known as a structure in this 
State ? 

Mr. Brrumer. A good share of your structures today are at least 
partially hidden. The day is gone when we could go out and find a 
closed structure apparent on the surface. You may find one side 
or one end curving with the regional picture giving you the thought 
there may be a structure to be found by geophysical investigation. 

Congressman Barrerr. What I was trying to get at, Mr. Brimmer, 
is this: You’re proposing a limitation of 50,000 acres in three blocks; 
would you mean to indicate by that that one corporation might go 
out and take what they would call three blocks of 50,000 acres each, 
but it would all be on, say, one structure ? 

Mr. Brrimmer. It couldn’t be if they were 50 miles apart, Mr. Con- 
gressman. tte 

Congressman Barretr. Oh, you have another limitation ? 

Mr. Brimmer. Fifty miles separating each block. 

Congressman Barrett. Thank you; I had forgotten that. 


- UNITIZATION 


Mr. Brriumer. At the bottom of page 11 the bill provides, at line 25— 


That for the purpose of more properly conserving the natural resources of any 
single oil or gas pool or field or area or any part thereof, permittees and lessees 
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thereof and their representatives may unite with each other or jointly or sepa- 
rately with others in collectively adopting and operating under a cooperative or 
unit plan of development or operation of said pool or field or area, or any part 
thereof, of any well site or sites there, whenever determined and certified by the 
Secretary of the Interior to be necessary or advisable in the public interest. 

We are going up against the difficulties existing in the office of 
the Secretary by reason of the many demands, approval of applica- 
tions for leases, approval of assignments, or of extensions of leases, 
for unitization, and what not. Here it is again proposed that on an 
old field there can be unitization among the operators in that field 
provided the Secretary approves. - 

I suggest that at page 12, line 7, following the word “therein” there 
be inserted : 

Upon 60 days’ notice to the Secretary; provided that the Secretary of the 
Interior may annul such plan of development or operation within 1 year there- 
after. 

That’s the end of the insertion I propose. 

I see no reason why a group of men who have partially developed 
a field, want to conserve the natural resources, want to keep the gas 
in, want to read pressure by putting in a million-dollar plant, should 
be held up in their conservation efforts for 1 year or 2 years or for 
whatever length of time it takes the Secretary’s office to approve their 
plan for unitization among themselves. Let them go ahead and plan. 
They well realize the Secretary must finally pass on the matter, and 
if their plan is not fair, that it is going to be disallowed and annulled. 
They will then see that their plans for conservation, for repressure, 
recycle, and what not, are fair so that they will be approved by the 
Secretary. I think it tends to orderly development. 

Secretary O’Manoney. Would you consider, in suggesting that 
amendment to us, the statement of the grounds upon which the Sec- 
retary might annul? It occurs to me that a bald statement that the 
Secretary might annul, without any mention of the reasons for annul- 
ment, would give the Secretary considerable power to annul a per- 
fectly sound unit agreement for reasons of his own having nothing 
to do with development. , 

Mr. Brimmer. I am in thorough accord with your suggestion, Mr. 
Chairman, and I would suggest you might add to my proposed amend- 
ment the words “for cause upon reasonable notice to the members of 
the pool.” You must remember, Mr. Chairman, this was all done last 
Men and the language probably is not just what it should be. 

Senator O’Manoney. As I stated in opening the hearing, this is a 
bill which was presented for the purpose of slotline discussion, and 
I think we are getting some very valuable suggestions. 


ASSIGNMENTS 


Mr. Brimme_r. I now proceed to page 14, section 30, which deals 
with the matter of assignment of leases in whole or in part. The bill 
as introduced provides that: 


Subject to final approval by the Secretary, any lease issued under the authority 
of this act, may be assigned or subleased, in whole orinpart * * * 
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I suggest an amendment at line 9, immediately following the words 
“Subject to,” the insertion being in the following language: 
annulment of the assignment by the Secretary within 6 months after filing 
thereof, upon reasonable notice of hearing and for cause. 

Mr. Epetste1n. Would you add a requirement for the filing of the 
assignment ? 

Mr. Brimmer. What was that? 

Mr. Eperstern. Would you add a requirement for the filing of the 
assignment within a given time after the assignment is made? 

Mr. Brimmer. Filing of the assignment ? 

Mr. EDELSTEIN. Yes. 

Mr. Brimm_er. That is already inthere. I just read down to line 12, 
but that’s at lines 13 and 14: 

Any such lease—any such assignment or sublease shal] take effect as of the 
date of filing in the proper office of two original counterparts. 

I don’t suggest cutting that at all. The assignment is not effective 
until it is filed, two copies, counterparts, under the bill. 

Senator Rosertson. Mr: Healy, in his testimony, suggested that 
the committee found it desirable to eliminate the words “Subject to 
final approval by the Secretary.” Do you, in your amendment, wish 
to leave those words 1n, with the additions you have put in 

Mr. Brrmmer. After “Subject to” I make the insertion. I strike 
the words “final approval.” My whole thought is that the Secretary 
has to pass upon the qualifications of a lessee and of an assignee, so as 
to make certain that they are citizens; make certain that they are 
not holding too much oil and gas land, and that they have other 
proper qualifications. 

Senator O’Manoney. Would that not be obtained if at line 11, 
after the word “part,” you were to insert language to this effect: “to 
any person qualified to take and hold a lease” ? 

Mr. Brimmer. Mr. Chairman, there is a very considerable differ- 
ence between an assignment taking place in the future upon approval 
of the Secretary, and an assignment which you want effective today 
so that you may proceed with development, and which will not be 
final unless the assignee is qualified. If the assignee is not qualified 
then the Secretary annuls it within the next few months or a year. 
The assignee knows whether or not, or should know whether or not, 
he’s qualified. But the Secretary sometime, in my judgment, should 

ass upon the question of whether or not the assignee is qualified. 

herefore, I suggest the insertion of the power in the Secretary to 
annul within a certain length of time, if 1t is found the assignee is 
not qualified. 

Senator O’Manoney. Yes, that is the reason why the words “Upon 
the approval of the Secretary” were inserted. What you are seeking 
and what the committee is seeking is to refine the language so that 
it will be clear that qualified persons may hold a lease and proceed 
and that they would not be subject to liaproval for other than 
cause. 

Mr. Brimm_er. To put it in a legal manner, Mr. Chairman, you might 
say that “the assignment, subject to final approval by the Secretary, is 
not an assignment until he has approved.’’ If you have an assignment 
which is an assignment today, snbject to the right of cancellation of the 
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assignee if not qualified, then the operator can go ahead and develop, 
if he is satisfied himself he is qualified to take the lease. That’s all I 
had in mind. 

Congressman Barrett, What you had in mind, George is that the 
assignee could go in on the public domain under an assignment and 
operate and work, but he does it with the risk that the Secretary might, 
if he is found to be disqualified, revoke the assignment—annul it? 

Mr. Brinamer. The assignee ought to be induced in some way to hire 
attorneys, Frank, you know [laughter]. 

Congressman Barrett. Very laudable. 

Mr. Brimmer. Mr, Chairman, I will proceed, then, on page 14, 
down to line 16, which reads as follows. Change that. At line 16, I 
suggest you strike the—well, it reads as follows—I'll read it: 

Until so approved, the assignor or sublessor and his surety, however, shall con- 


tinue to be liable for the breach of any and all obligations as if no assignment or 
sublease had been executed. 


I suggest a modification by striking, at lines 16 and 17, the words 
“until so approved.” It would then read: 

The assignor or sublessor and his surety, however, shall continue their search 
for a period of 6 months following such filing to be liable for the breach of any 
and all obligations, as if no assignment or sublease had been executed. 

At line 21 I suggest the cutting of the words “Refuses to approve,” 
and an insertion-of the word “annul.” 

I proceed down to the bottom of page 14, at lines 24 and 25, reading: 

Any partial assignment of any lease shall segregate the assigned and retained 
portions thereof and to the same extent as in the last preceding sentence provided, 
release and discharge the assignor from all obligations thereafter accruing with 
respect to the assigned lands. 

I suggest that at page 14, line 25, after the word “thereof,” the in- 
sertion : 
with full benefits of all prior discoveries and discoveries made by wells then 
drilling. 
to the end that the sentence would read: 


Any partial assignment of any lease shall segregate the assigned and retained 
portions thereof, with full benefits of all prior discoveries and discoveries made 
by wells then drilling, and to the same extent as in the last preceding sentence 
provided, release and discharge the assignor from all obligations thereafter accru- 
ing with respect to the assigned lands. 


CONTINUATION OF LEASES 


At page 15, commencing at the end of line 3, 1t reads, in the bill: 


and such segregated leases shall continue in full force and effect for the term of 
the original lease, but for not less than 2 years after the date of discovery of oil 
or gas in paying quantities upon any other segregated portion of the lands 
originally subject to such lease. 

I suggest at line 7, page 15 that the word “segregated” be stricken, 
so that 1f a discovery were made on a part of the original lease, not 
segregated, you still have 2 years after such discovery. 
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Page 16, section 36, commencing at line 19, reads: 


All royalty accruing to the United States under any oil or gas lease or permit 
under this act on demand of the Secretary of the Interior shall be paid in oil 
or gas; Provided, That if the Secretary of the Interior shall not be satisfied 
with the market price of oil prevailing in the field, he shall elect to take the 
oil royalty thereafter accruing in kind, in lieu of in money. 

I suggest the following amendment: Page 16, line 20, strike the 
words “or permit.” Page 16, line 24, strike the word “shall” and in- 
sert the word “may” in lieu thereof. Page 16, line 25, after the word 
“money” insert: 

' and he must upon reasonable notice hold a hearing to determine, and determine, 
the fair price of such production or both. 


The amendments as proposed for section 36 will result as follows: 


All royalty accruing to the United States under any oil or gas lease under 
this act, on demand of the Secretary of the Interior, shall be paid in oil or 
gas: Provided, That if the Secretary of the Interior shall not be satisfied with 
the market price of oil prevailing in the field, he may elect to take the oil 
royalty thereafter accruing in kind, in lieu of in money; and he must upon 
reasonable notice, hold a hearing to determine, and determine the fair price of 
such production, or both. 

That was heretofore discussed in connection with the matter of re- 
duction of royalty and I don’t think there is any necessity for burden- 
ing the hearing by my further talking on the matter. 

At page 17, line 18, strike the first two commas. 

Page 17, line 21, strike the first two commas. 

I have covered the amendments which, in the few hours I had to 
vive to this, I wish to suggest. Unquestionably, the wording would 
te modified if I had the time or the opportunity to further study the 

ill. 

Senator O’Manoney. There is no limit on your opportunity. 

Mr. Brimmer. There is on my time. | 
_ Senator O’Manoney. That may be overcome, too; I rather imagine 
that by the time this subcommittee reports to the full Committee on 
Public Lands you may find additional time. It occurs to me to 
suggest that the very lucid statement which you have made here 
indicates to me that it would be very much to the benefit of the 
committee for you to do so. 

Mr. Brrmmer. Which simply indicates, Mr. Chairman, I worked 
last night when I should have been sleeping. I’ve gotten to be an 
old man. I am thoroughly convinced there should be a royalty re- 
duction to 1214 percent. I am thoroughly convinced that for the 
good of the Nation, from an income-tax standpoint, the good of the 
State from the tax standpoint; for the good of the operator from a 
fair-profits standpoint, there must be an increase in the price of crude 
throughout the Nation, not restricted to the Rocky Mountain States, 
not restricted to the public-land States, but throughout the Nation. 


FAIR PRICE FOR CRUDE OIL 


The mere fact that there is integration of oil production, of oil 
refining, and of marketing of refined products, should not lessen the 
right in someone to see that there is a fair price for crude; and that 


s 
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can be established under existing law, not as to public lands, not 

through State laws, but only through the grantor of the lease, the 

Nee ae States, and the Secretary of the Interior acts for the United 
tates. 

That’s the reason I am so insistent that in my thought that the 
committee was wrong in thoroughly agreeing with the view that 
the bill was right in abolishing the right of the Secretary to deter- 
mine prices. I would make it mandatory that if the operator is going 
to have a reduction in royalty in public lands States, the Secretary 
must see that there are fair prices, that shall give a fair return to 
the operator and a fair return to the Federal Government and to the 
State govenment, and to the public. It can all be done. 


ACREAGE LIMITATION 


I am convinced that it’s nonsense to talk about a hundred thousand 
acres in one block being sufficient in size in these Western States to 
create a spel ae But I am, on the other hand, convinced from a 
practical standpoint that there is danger in trying to put a bill through 
where the cry of monopoly can arise. That’s the reason I am so in- 
sistent that there should be some limitation on the acreage that can 
be held under option, an increase on my suggestion to 150,000 acres 
instead of 100,000 in three blocks. Let them go ahead and test it 
out and drop them if they’re no good and get some more options. 
Give them time; 60,000,000 to be employed. I thank you. 

Senator O’Maronry. The committee is very grateful to you, Mr. 
Brimmer, for a very illuminating statement. Are there any ques- 
tions before you leave? It may be that some members of the com- 
mittee or some members of the committee of the Rocky Mountain Oil 
and Gas Association, some representatives of the Department, might 
want to ask a question or two. 

Mr. Heauy. Senator, in view of my understanding that Mr. Brim- 
mer may be required to leave, I’d like to make a couple of statements 
of background in connection with what: Mr. Brimmer has said, not 
only for the benefit of the committee, but also for Mr. Brimmer’s 
benefit. 

FLAT 121% PERCENT ROYALTY 


It is true, as Mr. Brimmer said, that the committee had given some 
consideration to making express suggestions of amendments in the 
language. However, and I think this was also after Mr. Brimmer 
left, the committee decided that, after all, it was acting not only for 
the association, but it wasn’t supposed to write a bill; we didn’t feel 
we should take unto ourselves at least, unless requested by the sena- 
torial committee, to write express amendments but merely to make 
suggestions. However, Mr. Brimmer is entirely correct that we are 
all in agreement, not only the legal committee but the association, as 
to the 1214 percent royalty, and we felt every place in the bill where 
the royalty was mentioned it should be clearly a 1214 percent royalty. 

With respect to one other thing which Mr. Brimmer has mentioned, 
the background which I think he missed by not being present at the 
July 25, 1945, meeting of the association, was this matter of prices. 
I think we’re all, the entirely industry as shown by its record in 
attempting to get an increased price ceiling from the OPA, in favor 
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of fair prices, and in favor of some relief which should allow fair 

rices. I don’t believe the feeling of the association was that the 
Becrsuey of the Interior by his decree could fix prices for oil and 
gas, as that comes about by an interplay of economic forces of demand 
and supply. And perhaps there would be a danger in one individual 
being permitted to fix a price regardless of those factors. 


GOVERNMENT'S ROYALTY OIL 


It was felt by the association at its meeting, as I expressed this 
morning, that it would be eminently more fair if the Secretary were 
not satisfied with the market price that he should take the oil in kind 
and sell it for a higher price if he could, rather than put the burden 
upon the nonintegrated producer. One of the things that made up 
that background, those present at the meeting of the association on 
July 25 agreed, one individual operator in one field in the State of 
Wyoming especially, one that could be spoken of as a small independ- 
ent company, operating under the name of two States, Kansas-Ne- 
braska or Nebraska-Wyoming Qil Co., I think, and one other inde- 
pendent operator, and the Ohio Oil Co., which is not integrated, where 
we buy our own oil and refine it, is that we depend on our wholesale 
sales of oil. Where this thing happens, with all the effort that had 
been made over a period of a year or so to get a higher price for oil. 
the Department and the Secretary of the Interior had ordered that 
royalty should be accounted for at price of 25 cents a barrel more 
than any one of these companies that were producing in the field could 
possibly obtain on the open market. | 

Two of these operators had attempted, I believe, to get the Secre- 
tary to take the oil in kind, because this one individual, who wasn’t 
even incorporated, couldn’t possibly get the price for the oil he was 
producing that the Secretary required. I think he had to produce 
to prevent his lands from being drained from one or two sides, and 
it was not possible for him to get the Secretary to take the oil in kind, 
but they simply made him pay 25 cents more for oil than he could 
possibly obtain for his production on the open market. 

So that the feeling at this meeting, at which Mr. Brimmer was not 
in attendance, was that it would be fairer if the Secretary felt that 
more could be obtained for the oil than the operator was selling it 
for, for the Secretary to take the oil in kind, and then the Secretary 
could sell it for as much as he could, prior to the OPA regulations 
at least. I don’t think there’s any disagreement; we’d all like to have 
more for our oil. I think the profit motive is still the motive which 
actuates most of our economy in this country; most of us want to get 
what the market will fairly bear, but the thought was that it would 
not be fair for the Secretary to do what Mr. Brimmer says, eat his 
cake and have it too. In other words, get the oil production and still 
penalize the operator for more than the operator can sell it. 

I wanted to mention that while Mr. Brimmer was here, because 
I don’t believe he had the advantage of that background. 

And then this further thought; the committee felt it couldn’t write 
anything in this letter which had not been acted upon by the associa- 
tion, and they tried to keep their individual, private opinions, if they 
might happen to differ in minor particulars, I don’t think it was 
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indicative of anything of any great importance. They felt they should 
write into the letter what had been the unanimous action of the asso- 
ciation. I wanted to get that in the record while you were here, 
George. 

Mr. Brrmmer. I certainly accept the rebuke for my tender to this 
committee of suggested language for the bill, but, Mr. Healy, I received 
from your office, with a draft of the proposed letter as prepared at the 
meeting which I was unable to saad. two proposed amendments, and 
I had assumed that you were proposing to submit amendments to this 
committee. Otherwise, I should not have been here, and otherwise I 
should not have taken the bother to try to submit suggested amend- 
ments to the bill to this committee. I’m sorry. 


FAIR PRICE FOR OIL 


I proceed now to fair price. I’m not a lawyer. But Iam wondering 
where under the sun they expect to have the power to set a fair 
price on oil produced from Government lands, unless that power re- 
mains in the Federal Government? Wedo not want to have price con- 
tiol to continue forever as in wartimes. But there have been instances 
where, I tell you once more, the Ohio Oil Co. refused to sell us oil 
because it could not obtain a fair price from refiners who constituted 
simply major companies in the State of Wyoming; the Prairie Oil & 
Gas Co. could not sell its products because the same majors would not 
pay a fair price. That will occur again. 

I have a distinct recollection of a situation up here in Lance Creek, 
not so many years ago, when as a result of action by the Secretary, 
the price of Lance Creek crude was increased, and I have heard of no 
operator going broke as a result, nor a refiner either. There must be 
some source of insuring a fair price so that the loss to the schools, to 
the highway department, to the Federal Government in income taxes, 
to the State of Wyoming in ordinary taxes, shall not be too great as a 
result of reducing your royalty to 1214 percent. The two must go to- 
gether, Mr. Chairman; unless your operators,and your refiners, the 
companies that have the entire method of producing, of refining, of 
selling, unless they are willing to realize that to obtain a uniform basis. 
of royalty there should be assurance to the people of the United States 
and to operators of a fair price for crude, they should give up trying to 
get the Federal Government to reduce the royalty. 

I am not insisting that the Secretary of the Interior personally set. 
the prices; I don’t suppose he does; I suppose he has a committee, but 
until the Congress sets up another body to pass upon the question 
whether there is a fair price for oil produced from Federal ‘lands, 
there should be power left in someone. I have no desire to see the 
Secretary do it. I hope to God it will not be necessary. 

Senator O’Manoney. Perhaps Mr. Glenn Nielson would like to in- 
terpose a remark or two. 


STATEMENT OF GLENN NIELSON, PRESIDENT HUSKY REFINING 
C0., CODY, WYO. 


Mr. Nrevson. Mr. Chairman, I represent one of those integrated 
companies, having refining, marketing, production, Gove ope: all 
phases of the oil industry except overriding royalties. [Laughter.] 
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I’m all in favor of a high price for crude because we have some crude. 
If Mr. Brimmer would just talk a little bit about having the users of 
asphalt guarantee a fair price for asphalt, I’ll guarantee a fair price 
for crude. But in the time we’ve been in business at Cody, Wyo., I’ve 
found that the sources of supply and demand and other factors effect 
our marketing of the finished products. I’ve seen the time when the 
only profit we had was in the production. I’ve seen the time when 
there was more profit in refining, but at the present moment the re- 
finers in this area are not operating on as good a margin as are refiners 
in other sections. I refer particularly to the Midcontinent and the 
Gulf, where I have figures. 

At a recent meeting, when we were going to the OPA to try to get 
a higher price on our fuel oil, this question of price was quite thor- 
oughly discussed, and there was a very representative meeting of 
refiners at Denver, and the margins which those refiners had to operate 
on varied from 24 cents a barrel to some 42 and 43 cents a barrel. That 
price had to pay the labor, the depreciation, the interest on investment, 
and what have you. 

I have before me here some figures submitted by a company re- 
cently in support of freight requests that this district needs sorely, 
where they have an operating margin for the first 6 months of 1944 
of 28.82 cents a barrel. This is. taken from actual sales and actual 
costs. How can you make that company, and that was not the Husky 
Refining Co., pay an increased price for crude oil ? 

I think it is eminently fair and just to allow the Secretary of the 
Interior to take his oil in kind and dispose of it at the highest possible 
market price. 


REFINING OPERATIONS AND EARNINGS 


I have before me here a little book put out by the Western Refiners 
Association, showing a memorandum regarding refining operations 
and earnings for a period of years. You will find here that the earn- 
ings of the Midcontinent refiners from 1928 to 1944, will average 
between 50 and 60 cents a barrel, possibly closer to 60 cents a barrel. 
The Gulf Coast refiners averaged 40.95 cents a barrel, and during the 
war their average was 40.20. Against that you have refiners in this 
area, integrated or otherwise, operating on a margin between 30 and 
40 cents; the average will come closer to 33 or 34 cents a barrel; and 
you have to do an economical job of operating, too, if you can do it 
on that basis and maintain a margin of profit when you get through. 


GOVERNMENT'S ROYALTY OIL 


If you get the price of royalty oil to the Government higher than 
yowre overriding royalty holders, they threaten to sue you if you 
don’t pay them on the higher basis, and they don’t want the oil in 
kind, so what are you going todo? It has the net effect of increasing 
your percentage royalty. There is no use asking for a 1214-percent 
royalty, flat-rate royalty, and then turn around and allow an arbi- 
trary price to be set on the oil that would increase that to say—16, 18, 
or 20 percent. 

I’m all in favor of higher prices because it means there is more 
money to be made on higher prices than on lower prices. The Ohio 
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Oil Co., if they get a high price for crude, will not let their salesmen 
get quite so tough with our salesmen when they’re out in the field bid- 
ding against each other, so we’ll have a better chance. I refer to that 
because Mr. Healy and I are very good friends, and we jokingly refer 
to that, back and forth. 

But I can’t quite understand how Mr. Brimmer can justify setting 
an arbitrary price. After all, the question of supply and demand 
pretty well regulates the matter; if the price is too low, then the Secre- 
tary of the Interior can certainly receive a higher price for that royalty 
es oo you would soon see the field price coming up to that same 
evel. 

Mr. Epvetste1n. How about the situation where there is no real 
market, where the sales are made among members of the same cor- 
porate family, the producer will sell to a refining subsidiary, and the 
refining subsidiary will sell to a pipe-line subsidiary, and so on down 
the line, where there is no real market? 

Mr. Nie._son. We are only a small company, but I believe you will 
‘find that as the companies become larger each division is pretty well 
required to stand on its own feet, and I question whether there is within 
the State of Wyoming such a company or such a condition where, if 
there is actually a market, as I presume you mean, that would absorb 
that crude at a higher price, that they are putting into the refinery 
at a lower price, I question whether they would do that; I think they 
would choose the higher price. 

Mr. Epetsre1n. It has been charged—and Mr. Brimmer more or less 
asserted—that because of the profits of the integrated companies in 
transportation they could afford to sell the crude at lower prices, which 
wouldn’t reflect any kind of a real market price; and this provision, 
as I understand it, was drafted in order to obviate the assertion by the 
Secretary of his power to fix values for royalty purposes only, where, 
for example, there was not a true market value, in a situation similar 
to the one I described. 

Mr. Nretson. I’m quite in favor of that provision to allow the Secre- 
tary of, the Interior to take the oil in kind at any time that in his discre- 
tion he feels the proper price is not being paid for the oil. He can 
soon determine; he'll only have to take it once to find out whether 
there is a higher market. That’s fair, but to set an arbitrary price, 
that doesn’t seem fair to me. 

Mr. Enexstern. So long as it is just an arbitrary price 

Mr. Nierson. I was referring to Mr. Brimmer’s argument; I con- 
sidered it arbitrary; I’m sorry. 

Mr. Brier. Mr. Chairman. 

Senator O’Manonry. Mr. Brimmer. 


PRICE FOR CRUDE OIL 


Mr. Brimmer. Mr. Nielson asked me as a question, may I answer 
Mr. Nielson first. Practically, Mr. Nielson, in the case of the Ohio, 
and in the case of the Prairie Oil & Gas Co., where they shut off their 
sales, the major companies, the integrated companies, thereafter 
raised the re that they would pay for crude oil, and bought it. In 
the case of the Lance Creek oil, where the Secretary increased the 
price of the crude, none of the companies suffered a loss as a result. 
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To get right down to brass tacks on a fair price for oil, you’re going 
into economics. You’re going into studies of the manufacture of re- 
fined products of oil. I can take you out here in Wyoming and show 
you a steer that would weigh 700 pounds, that would cost Just as much 
to raise as a steer that weighed 1,000 pounds. That doesn’t prave any- 
thing as to whether or not there is money in the cattle business. 

I can show you the same thing on sheep and on wool from sheep. I 
can show you down here at Fred Warren’s, that his sheep, his cattle, 
where he has brought up the poundage on his wool per fleece over 4 
pounds in the last 10 years; has brought up his weight on his lambs 
and his cattle are topping the market. And his neighbors are down 
where they always have been. If you will check vour figures a little 
more you will find that the Sinclair refineries at Parco, Wyo., have 
during the past year, made more money per barrel of crude, utilized 
in refineries, than any refinery operated by them in the United States. 


WYOMING BLACK OIL 


I have watched the shipment of Wyoming black oil to the Pacific 
coast, to the Twin Cities, by your concern, by other concerns, by con- 
cerns in which I am a stockholder, and in which J have an interest, and 
used for fuel, and yet I am told by the head of research of the largest 
oil, integrated oil company in the State of California, that there is no 
black crude in Wyoming that is comparable to the black crudes of 
‘California; and no black crude in California that isn’t put through 
the refinery, before any part of it is used for fuel. One outfit that I 
just mentioned in California has a research department with 400 or 
500 trained scientists. I don’t mean laborers; men who are graduates, 
working in their scientific department, trying to get those facts the 
same as Standard of New Jersey is doing with its research department 
there at Baton Rouge. 

The head of that research department, of that integrated company 
of California, and I have it in black and white, wrote me that there 
was no question but that the black oil of Wyoming could be handled 
the same as the black oils of California with the same results, and were 
worth just as much a barrel in the field as the California black oil. 


FAIR PRICE FOR OIL 


I am not asking that the Secretary be instructed by congressional 
act to imposé an unfair price on Wyoming crude or on the crude of 
the 11 Western States produced from Government lands; I am saying 
that if you are going to ask for a reduction in royalties to 1214 percent 
in order to have your royalty basis the same throughout the United 
States, you as a matter of fairness should see that no loss should come 
to the Federal Government or to the State of Wyoming, or to the sub- 
divisions of either the Federal Government or the State by such 
royalty reductions. 

And it cannot be obtained, that fair price, unless the refiners are 
willing to take crude and use that crude to the best advantage. And 
I know of no refiner in the State of Wyoming today that has gone 
the limit today the same as the Standard of New Jersey is doing in 
Baton Rogue, or is doing back in New Jersey, and refineries are 
doing in California, in trying to find everything that can be utilized 
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out of crude, so as to get the fairest, the biggest return from the 
crude, for the benefit of the refiner and of the producer, and they 
can do it for the benefit of the State and of the Federal Government. 
Pardon me, Mr. Everett. 


STATEMENT OF W. H. EVERETT, OHIO OIL CO., CASPER, WYO. 


Mr. Everetr. The Lance Creek price matter has been referred to 
here, and it is with apologies that I offer this statement. Mr. Dun- 
can is here and he and I have both been in thé Federal court in Chey- 
enne, Wyo., during the past week, in connection with a suit involving 
the very thing which you have been discussing, Mr. Brimmer, and 
that is the raphe of the Secretary to fix a price for crude. If the com- 
mittee is interested in knowing the background with reference to that, 
if it would be helpful to you I would be glad to make a statement; 
otherwise I will not make a statement. 

Senator O’Manoney. I think it is important, Mr. Everett, you may 
proceed. 

Mr. Everetr. Mr. Duncan may—— 

Mr. Evetsrein. May I suggest that instead of price you use value 
for royalty purposes. 

Mr. Evererr. I don’t know, you get into rather fine distinction be- 
tween price and value, but whichever you prefer, Mr. Edelstein, it 
still goes to the same matter. 

Mr. Eprustre1n. The Secretary never fixed the price, as such. 

Mr. Everett. I am glad to know that; I wish your counsel had so 
stated in Federal court in Cheyenne last week. [Laughter.] If I 
should make any—if there should be any corrections Mr. Duncan 
wishes to make, why I will be happy to have him make them. I shall 
endeavor to briefly outline some of the principles that are involved. 
I think Mr. Edelstein, certainly it was his intention when he made 
this statement a moment ago, we agree with him that wherever there 
is a situation where there is a controlled market, we will say, one 
that is controlled by integrated companies, that are integrated by 
cross-ownership of stock, cross-directors or otherwise, that then there 
might be a scope within which the Secretary could and should act. 


LANCE CREEK SUIT 


To briefly review the evidence in that case, to go back in Lance 
Creek history briefly —— 

Mr. Epersterin. Is that relevant here, Mr. Everett? 

Mr. Everett. It might be a pretty good place; we didn’t do so 
well before the Department, Mr. Edelstein, and we may get a better 
hearing here, but If you want to correct me, it’s all right. 

Senator O’Mauoney. I think the statement is altogether relevant 
with respect to the language in the bill and the suggested amendments 
offered by Mr. Brimmer. __ - | 

Mr. Everrtr. The Secretary has contended at all times that he had 
the right to fix the value of oil; he has taken the position under the 
pest Leasing Act and regulations that he had that right regard- 

ess of what the leases or the lease contracts were. I don’t under- 
stand his position too well but without going into the details of it, 
that is the substance of his contention in the present controversy. 
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The Ohio Oil Co., drilled a well and discovered the Upper Sundance 
formation in Lance Creek in the early 19380’s. At that time there was 
no market whatsoever for the amount of oil that could potentially be 
produced from the field. After making numerous efforts we were 
finally able to get a contract. It called for a thousand barrels of oil a 
day of crude, and the only price at which we could sell that crude was 
25 cents per barrel under the Midcontinent price. Bear in mind that 
contract was filed with and approved by the Secretary of the Interior, 
as were subsequent contracts, all of which led up to a situation in 1939, 
in May of 1939, when the Secretary said to all of the Government 
lessees in the Lance Creek field: 


I have determined that Lance Creek crude has a value of $1.14 a barrel and, 
commencing July 1, you will pay me for my royalty oil at that price. 


There were something over 16,000,000 barrels of oil sold during the 
period in controversy, and all of that oil was sold at the price of 77 
cents per barrel, which I believe the evidence in the case of the Ohio 
Oil Company v. United States, now in the Federal district court at 
Cheyenne, will support. There was the statement there that all that 
oil moved at 77 cents a barrel. Part of it, something over 3,000,000 
barrels of the 011 was taken by Continental Oil Co., which was a pro- 
ducer in the field, and had its own pipe-line connection and its own 
refinefy, so that was something in the neighborhood of 12,000,000 
barrels of oil that changed hands at 77 cents a barrel. 

Senator O’Manonry. Of course, the question with which we are 
confronted is this, as I understand it: whether or not we should with- 
draw from the Secretary of the Interior by legislative enactment the 
power to fix the value of the royalty oil when in his judgment, he feels 
there is evidence to indicate there is a controlled market or that the 
price of the royalty, the value of the royalty to be paid to the Govern- 
ment 1s less than a fair value. 

Mr. Everett. That is the question, I am getting to it, but I wanted to 
give you some facts in here so that you would see the picture as to how 
it works when the Secretary determines that he does have the right 
to fix the value of royalty oil. 

Mr. Brimmer, in that connection, I might state that here the Secre- 
tary did not attempt to fix the market, we will say, or to fix the value 
of any oil other than the Government royalty oil. To make a long 
story short 

Congressman Barretr. Mr. Everett 

Mr. Everett, Yes, sir. 

Congressman Barrett. Under what conditions could he fix the value 
of any other oil, of Government royalty oil? 

Mr. Everett. I don’t know of any. 

Congressman Barrett. It would be entirely out of the question; he 
couldn’t do it. 

Mr. Everett. Mr. Brimmer made the statement the Secretary fixed 
the value of the oil, and, so far as we are concerned here, he was going 
to fix the value of the royalty oil. 

Congressman Barrert. I understand that but I was going to ask 
Mr. Brimmer that very question. I cannot conceive of any situation 
whereby the Secretary of the Interior could possibly fix the value of 
any oil except the Government royalty oil. The only thing that might 
happen would be that that would force the market for royalty oil into 
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private individuals from fee lands to come up to that market, but he 
certainly couldn’t have the power in any set of circumstances to fix the 
value of any oil except the Government royalty oil. 

Mr. Brimmer. Pardon me, May I 

Mr. Everett. May I conclude? 

Mr. Brrmmrr. Certainly. 

Mr. Everert. Along that line, it might have the effect, we will say, 
of the Secretary fixing the value of the royalty oil in all contracts 
for the sale of crude, which must be approved by the Secretary, so 
that he could under the existing law and regulations, we will say, 
either approve or disapprove a contract for the sale of all the oil, 
whether it was royalty or otherwise, that was produced from a Gov- 
ernment lease. 

I’ll wind this up shortly, Senator. The situation is this, so far 
as the record shows: In none of the companies in the Lance Creek 
field was there any cross-directorship, cross-relationship whatsoever. 
Yet the Secretary says: “You’re going to pay this price.” He had 
already approved contracts for which the oil must be sold at 77 cents, 
reserving unto himself, we will say, the right at any later date to fix 
a value. 

The evidence in that case will show that Mr. Cobb, an independent 
operator, as well as all of the other companies, the Minnalusa Oil 
Corp., a small company, and all of the others, tried their best at all 
times to get the highest price. The Secretary says the oil has a value 
of $1.14 a barrel, “I don’t care”—in effect, “I don’t care what you 
get for it, it’s still worth $1.14, so you are going to take my oil and 
pay me at the rate of $1.14,” knowing full well, as he did at that time 
that all that anybody could get was 77 cents a barrel. 

That, Mr. Brimmer, is the way the thing might work, and as Mr. 
Nielson says, the net effect of it would be to permit the Secrétary to 
go ahead and increase your royalty; that’s the net effect of it; I don’t 
think any of the companies have gone broke in Lance Creek, because 
of that price order, but as I say, at the present time there is a suit 
pending, questioning the right of the Secretary to fix the value of 
royalty oil. 


KETTLEMAN HILLS SUIT 


Mr. Epetstern. I would just like to point out that in the Federal 
court in California, in the Kettleman Hills suit, it was held the 
Seeretary does have that authority. Of course this other suit is an 
effort to raise the same question. The Kettleman Hills suit hasn’t 
yet been firmly decided. I have no doubt it will be appealed. 

Mr. Brimmer. I will go further than you gentlemen; the letter 
addressed to you by this association, under date of August 25, 1945, 
says: 

The association appreciates and approves the eliminaton of the right of the 
Secretary to establish the price of Government royalty oil. 

So it’s recognized he has the right to establish prices on Government 
rovalty oil, according to Government counsel. 

Mr. Evererr. Iwill not recognize it, Mr. Brimmer; the letter came 
from the committee. I wasn’t present; I was trying the Lance Creek 
suit when they met or I would have possibly gone on, not quite the great 
length I did here, Senator. Thank you very kindly. 
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Mr. Brimmer. Pardon me just a moment, may I ask a question of 
Mr. Everett ? _ 
Senator O’Manoney. I’m sure he’s quite willing to answer. 


PRICE OF LANCE CREEK CRUDE 


Mr. BrimmeEr. What price is Lance Creek crude now ? 

Mr. Everett. I don’t know the price at present. 

Mr. Brrmamer. Do you suppose it is more than 77 cents? 

Mr. Everett. It surely is. 

Mr. Brimmer. More than 

Congressman Barrett. It is $1.25. 

Mr. Brimmer. There were results following the attempt of the Sec- 
retary to increase the price of royalty oil? 

Mr. Evererr. I don’t know if there was anything said 

Mr. Brimme_er. I didn’t say that, I said in the question of time there 
were results? 

Mr. Evererr. No. There was a change in the general economic 
condition. The market in 1941, as you recall, we were supplying oil 
to Britain, and so forth; the oil market changed from a buyer’s market 
to a seller’s market. That’s the best answer I can give you for that. 
In other words, there was less 01] being produced than there were pur- 
chasers for it, so the sellers were in a position of demanding a higher 
price. Now you reverse that situation and then the Secretary moves 
m with an order there, we will say, and it’s perfectly all right; if 
there’s an increase in.the general condition I think the Secretary 
should take his oil in kind and should get all he can get for it. 

Mr. Brrmmer. May I ask, was any of the Lance Creek oil shipped 
to Britain, refined products, or any other country ? 

Mr. Everett. No; I don’t know about that. 

Senator O’Manonry. I take it Mr. Everett makes a distinction 
between a situation in which there is a controlled price and one in 
which there is no controlled price. The issues I think have been very 
clearly developed before the committee, and unless there be further 
questions, by members of the committee, or by Congressman Barrett 
we will proceed to the next witness. 

Congressman Barrett. I will say to Mr. Brimmer that the situa- 
tion in Lance Creek here with reference to this increase, came about 
through the Office of Price Administration, and not through the office 
of the Secretary of the Interior. The OPA had put a ceiling on 
Lance Creek crude before the war began, the price at the time the wa'tr 
began, and they found that to be inequitable, because our crude oil 
was of a higher gravity than the Midcontinent oil, which was selling 
at $1.25, and they merely lifted the ceiling price on Lance Creek crude 
and the posted price came up to the ceiling price later on. 

Mr. Brimmer. Congressman, the OPA did not order the pu'rchasers 
of that crude to pay the ceiling price. | 

Congressman Barrerr. No; it told the producer to sell at that price. 
They just permitted it. 

Mr. Brimmer. That’s what I thought. 

Senator O’Manonry. We thank you again, Mr. Brimmer, and you, 
too, Mr. Everett. The next witness is Mr. R. P. Jackson. 


? 
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STATEMENT OF R. P. JACKSON, SECRETARY, MONTANA STATE OIL 
CONSERVATION BOARD, GREAT FALLS, MONT. 


Mr. Jackson. Mr. Chairman, ladies and gentlemen, my name is 
R. P. Jackson, I live in Great Falls, Mont., and am secretary of the 
oil conservation board of the State of Montana, which is a State 
agency of the government of Montana, and charged with certain 
responsibilities regarding the production, transportation, and storage 
of crude oil, and enforcement of oil-conservation rules and regula- 
tions in Montana fields. 

I have been authorized by Governor Ford of Montana, and by the 
oil conservation board, to enter an appearance at this hearing on 
their: behalf. I am also a member of the Montana Oil and Gas Pro- 
ducers Association, which is an independent association of Montana 
operators, composed of about 125 or 1830 members, and also a director 
in Montana for the Independent Petroleum Association of America, 
which has a membership in that State of approximately 50 operators 
and individuals interested in the oil and gas industry. 

I have been personally interested in oil and gas-field activities 
in Montana and Wyoming throughout the past 25 years, and have 
been admitted to practice before the Department of the Interior 
and its bureaus since 1917. Our Governor and the oil conservation 
board are interested in the oil and gas-leasing policies of the Depart- 
ment of the Interior, from the standpoint of their bearing upon the 
orderly development of the petroleum resources of the State. con- 
sistent with sound conservation practices. And also the constantly 
expanding market demand for refined products in this region. ‘The 
lessees of the United States and other operators in that State for 
whom I feel privileged to speak, are interested, of course, in the 
bearing that the Federal leasing laws and regulations have upon their 
individual activities and businesses in a general way. 

On June 21, 1945, I appeared before this committee in Washing- 
ton, in the course of public hearings then in progress concerning 
your investigation of the petroleum industry of a general nature. I 
then submitted a statement and testimony that I think it is not neces- 
sary to repeat at this time. I shall therefore confine my statement 
to a few selected subjects, covered by the amendatory bill that is 
known as the O’Mahoney-Hatch bill, S. 1236, now pending in the 
Senate Committee on Public Lands and Surveys. | | 


ROYALTIES 


I have been asked to particularly discuss the matter of royalties 
under the Federal land leases, and in that connection, let me say fivst 
that the Montana operators of experience in the producing oil fields 
of Montana, are very positively and unalterably prejudiced against 
royalties reserved by landowners in excess of 1214 percent, for reasons 
that I will refer to later in more detail. | 

The sliding-scale royalty, made applicable by the amendatory act 
of 1935, to all oil production on public lands thereafter embraced in 
oil and gas leases granted by the United States, has never been ac- 
cepted by operators in: Montana as fair and reasonable to a lessee, or 
in any way justified by conditions in our Montana producing fields, or 
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in any areas of the State were po eons for oil and gas has been 
recommended by competent geologists. 

Leasing of oil and gas lands, drilling, prospecting, and test wells, 
the development of paying pools discovered, providing transportation 
and market outlets, have always presented problems of investigation 
and business practices that every prudent operator and investor must 
investigate and calculate before undertaking any operations whatever. 
The oil and gas industries of the United States have been built up 
on the basis of 1214 percent of the gross production being set aside for 
the lessors and landowners, generally speaking, and considered from 
an over-all standpoint, that burden on the industries has not been too 
great to bear. It has the merit at least, of being a definite and certain 
encumbrance that operators and investors are willing to assume, to 
be justified by custom. | 

In accordance—any increase in that percentage demanded by a 
lessor is invariably questioned and resented unless it can be justified 
by proximity of the land involved to exceptionally good producing 
wells or acreage considered or conceded to be of extraordinary value. 
The sliding-scale royalty provisions is, so far, objectionable to most 
operators because it is introducing an element of uncertainty and a 
nuisance in their businesses without any offsetting advantage to them. 
It is not fair to the lessees because the percentage above 1214 percent 
are collected on flush production commencing before an operator can 
have any assurance that any well or group of wells will ever produce 
enough oil to reimburse him for the investment, and when the pro- 
duction decreases he is not allowed any reduction in the royalty below 
the 1214-percent minimum, unless the production declines to a point 
where operations have to be discontinued unless royalties are reduced. 

Montana operators have never been able to understand why the 
Secretary of the Interior chose to impose such a royalty burden on 
them in 1935, along with all of the other objectionable features of 
the United States oi] and gas leases. Most of them conclude that the 
Interior Department officials and the Congressmen who approved the 
law, had decided that the prospecting and development of the public 
lands should be discouraged as much as possible. They, accordingly, 
confined their activities to lands that could be leased on more reason- 
able terms, and that situation has not been changed very much up to 
this time so far as drilling on public lands, outside of producing oil 
and gas fields is concerned. 

Some people have told me that the Secretary was advised to estab- 
lish the sliding-scale royalty system because it was apparent at the 
time the amendments to the Leasing Act were adopted in 1935 that, 
United States leases and leases of other landowners were loaded with 
lease overriding royalties amounting in some instances to as much 
as 60 percent of the gross production or proceeds of production from 
wells in Montana, and it was the feeling in the Interior Department 
that the operators on public lands could for that reason well afford 
to pay more to the United States when they got into some good pro- 
ducing acreage. 

It was true that some heavy royalties were assumed by the lessees 
under leases taken in the boom days following the conclusion of 
World War I and for about 10 years thereafter. ‘That was true in 
such fields as Cat Creek and Kevin-Sunburst in Montana, and when 
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the depression of the early thirties came along, the operators soon 
found out they could not afford to pay such royalties when oil had 
dropped to around 60 cents per barrel. Not a few of them had to 
quit the oil-producing business, and of those high-royalty leases some 
of them were thereby extinguished. The operators in Montana who 
survived the depression have been royalty-conscious since then, and 
throughout the past 10 years it has been a difficult matter to interest 
any ee aicncal: operator in taking on leases subject to more than 
1214 percent landowner’s royalty, and possibly 1- or 2-percent over- 
riding royalty allowed to some intermediate lessee or a lease broker. 

The Department of the Interior started this high-royalty system 
in Montana too late to be of very much financial benefit to it or to 
anyone connected with any participation in the royalty system, and 
the result has been merely to discourage the prospecting and devel- 
opment operations on public lands. 

Our records of the oil conservation board show, for instance, that 
since the present war emergency was declared in 1941, and up to Jul 
1, 1945, there were 103 wells started on what might be termed “wild- 
cat” land locations in Montana, and only three of those locations were 
on lands under lease from the United States. 

As an illustration of how the United States Government sliding- 
scale royalty system has actually worked out in Montana fields, I 
will offer you a few figures of a statistical nature. This summary 
was prepared July 1, 1945, and covers the full history of operations 
for oi] under Federal Government leases in Montana. On July 1, 
1945, the number of producing leases on Federal lands was 71.- The 
number of operators was 43. The number of wells that had been 
completed was 547, of which 431 were oil wells, 12 were gas, and 104 
were dry. During the course of operations on those lands, 102 of the 
oil and gas wells had been entered as exhausted and abandoned. The 
total oil produced from the Government lands in the month of June 
1945 was 89,555 barrels per day, which, taken with the number of 
wells operated in June, ae an average production per well per day 
of 11.5 barrels, which of course would indicate that the sliding-scale 
royalties in the Montana fields presents no problem to the operator. 
But if we consider the fact that out of that 89,000-odd barrels 52,507 
barrels were produced from wells in the Elk Basin field, which is 
considerably more than 50 percent of all the production, and that 
the Elk Basin field wells carried royalties of 18, 19, and 20 percent, 
which would make an average of slightly under 20 percent; while on 
all of the remaining fields of the State, where there are any Govern- 
ment lands, there would be 6, that the total production is only 37,048 
barrels, and the average barrels per well daily from those wells was 
five. 


MINIMUM ROYALTY IN LIEU OF RENTAL AFTER DISCOVERY 


The large majority of the operators and other Montana people 
interested 1n Federal oil and gas lands have advised that they favor 
the enactment of S. 1236 as modified by suggestions, which on exami- 
nation I find very well set up in the letter of the Rocky Mountain Oil 
and Gas Association by the president, addressed to the chairman of 
this committee, and dated, I believe, August 25, 1945. There just 
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the same points are mentioned that I would like to partially mention 
in this statement. At page 5, under the heading “Minimum royalty 
in lieu of rental after discovery,” I consider that a very important 
amendment to the existing law and one that would be highly favored 
by operators in Montana who have interests in Federal land leases. 
That is a rather small matter from the standpoint of the importance 
of the whole subject, but it has been the existing practice and has been 
a source of great confusion and annoyance to the operators, and has 
undoubtedly placed some extra work on the overburdened Commis- 
sioner of the General Land Ofiice. 


CONTINUATION OF LEASES ON WHICH DRILLING OPERATIONS ARE BEING 
CONDUCTED 


At page 6, under the heading “Continuation of leases on which 
drilling operations are being conducted,” is another very fine amend- 
ment for the benefit of the small operators, and no doubt it would be 
very welcome to operators of all types. 


EXCIIANGE OF OLD LEASES FOR NEW 


Section 7 at page 7, “Exchange of old leases for new.” We find 
a great majority of the operators in Montana operating under old 
leases granted in the early twenties by the Department under the dis- 
covery, 5-percent rate. Coe of those leases have been expiring in 
recent years, and there has been considerable uncertainty and con- 
fusion and delay experienced by the operators in making a showing 
necessary to the Department and acquiring new leases under the 10- 
ear extension law. I think they would all welcome any improvement 
in that practice, which would apparently be provided by this proposed 
amendment. 


OPTION AGREEMENTS 


At page 9, under the heading “Option agreements,” that is a sub- 
ject that we consider to be of vital importance to further prospecting 
and possible discovery of additional oi! reserves, as well as gas reserves, 
bidly needed in Montana. The situation there is quite different from 
the situation in Wyoming, as to the character of the lands and the 
location of geological structures. ‘There isa great deal of the Montana 
lands that are classified as possibly oil or gas-bearing, buried under 
a mantle of surface material without any indications on the surface 
in many places, of the subsurface structure. Such structures the 
operators have found, can only be located by extensive and expensive 
surveys by geophysical methods; and in order to assure the expendi- 
tures that are unavoidable in connection with such operations, it 
seems that the operators must have large areas of land under control, 
at least for a time sufficient to complete their surveys and locate the 
particular acreage in each section or body of land that they may feel 
1s worthy of prospecting. In some instances that means that the 
potentially productive horizons will be located at depths of 6,000, 
7,000, or 8,000 feet, and naturally the people who expect to drill to 
such depths at the expense involved are not going to do it without 
having the lands under temporary control. 
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We have felt for some time in Montana that the situation was not 
favorable for providing such operations, and we are, therefore, very 
much in favor of a relaxation of the departmental limitations placed 
on paper, at least to the extent of forbidding the operators to acquire 
sufficient acreage under option to justify the surveying and develop- 
ment work that will have to be done before we can expect any great 
expansion of our oil- and gas-producing industries. . 

I have listened with a great deal of interest to the very fine state- 
ments that have been offered here, and was particularly interested a 
few minutes ago in Mr. Brimmer’s statement. I can realize there is 
much to be said about that proposition. It requires a good deal 
of attention, and as far as I can see from the study I have given to the 
recommendations made by the association’s committee here, I could 
see no reason why any of the operators or State government officials 
in Montana could have any grounds for protesting against it. Mr. 
Brimmer’s suggestion,. however, as to increase of structures in the 
State, and 50,000 acres permitted in each structure may or may not 
be an acceptable amendment to the committee of the association. 

I wouldn’t consider it of any particular importance in Montana, 
in the light of the knowledge I, personally, have as to the activities 
in that direction that have so far been carried on. I can’t see that 
it makes a great deal of difference whether the operators were con- 
fined to 50,090 acres in a structure, and a total of a hundred thou- 
sand acres in a State, but I would favor leaving it to their good 
judgment as to which they would—which they might prefer. 

As far as the people of Montana are concerned, I think they would 
favor either the recommendation as submitted in Mr. Stock’s letter, 
or, if the committee chooses to alter it to that extent, I see no reason 
why that wouldn’t be favored. 


ASSIGNMENTS 


Another matter of interest to the Montana operators, I note at 
page 11 of Mr. Stock’s letter in regard to assignments, and again 
we’ve had some very informative discussions on that subject at this 
meeting. I’m still inclined to think that some method should be 
adopted in the amendatory bill which would eliminate the necessity 
for obtaining the approval of the Secretary of the Interior before the 
assignment of a lease becomes effective; and the only way I believe 
that might be accomplished, to his satisfaction and the satisfaction 
of his assistants, would be for the Secretary to issue definite regula- 
tions as to Just what would be required of any person undertaking to 
acquire an oi] and gas lease or interest therein, by assignment. Upon 
compliance with those regulations and the filing of the instrument in 
the local land office, accompanied by the required bond, it would seem 
to me that that should be effective. I can’t see how that would restrict 
the Secretary in any way from later instituting any proceedings that 
might be necessary to cancel such an assignment if the assignee were 
not properly qualified, and that, it would seem, should be the only 
oo aa would justify the refusal to approve the assignment as 
offered. 

We have found in some instances in Montana, particularly in con- 
nection with the conveyance of leases covering producing oi and gas 
wells that in many cases it is necessary on account of the surrounding 
conditions to close the deal and without too much delay. Delays are 
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sometimes very dangerous to the interests of both parties, and yet 
under the system that has been in vogue, why a deal couldn’t possibly 
be closed under the advice of attorneys for both parties, until the 
assignment had been filed in the Land Office and put through to final 
approval by the Secretary, which sometimes means 3, 4, 5 months or 
more, which is very annoying to people who are interested in making 
every effort to close deals, which sometimes it would be in the interest 
of the Government to aid in closing, by reason of the provision for 
additional wells to be started immediately, or some other operations 
to be undertaken on the lease, which are of advantage and benefit to 
the landowners, the royalty owners, as well as to the operators. 

I think the suggestion as set out in the Fernandez bill has checked 
with this recommendation in Mr. Stock’s letter, and comes very close 
to meeting the needs of the industry. It would probably have to be 
slightly amended, ‘but since we are discussing the Senate bill and its 
provisions and the recommendations of this committee, I assume that 
we are not expected to discuss the Fernandez bill. 

Senator O’Manoney. I might say you are at liberty of course, to 
make any comment on that bill; 1f there are any provisions of the 
Fernandez bill which ought to be in this bill, we would have no ob- 
jection to your comment. 

Mr. Jackson. There are two provisions of the Fernandez bill that 
are, I think, quite pertinent. 

Senator O’Manoney. I might say we expect Congressman Fernan- 
dez to be at the Denver meeting. 

Mr. Jackson. I may not have correctly construed one of the pro- 
_ visions, but I thought it was worthy of consideration. 

I quote from H. R. 371 1, known as the Fernandez bill, as introduced 
in the House of Representatives, July 6, 1945, and referred to the 
Committee on the Public Lands. At page 14, section 30 (line 8) : 

' Any lease issued under the authority of this Act may be assigned or subleased 
in whole or in part to any person, firm, or corporation qualified under this Act ; 
but no such assignment or sublease shall be of any force or effect unless an orig- 
inal executed counterpart of the assignment or sublease shall be filed with the 
Secretary of the Interior together with any required bond and proof of the 
qualification under this Act of the assignee or sublessee to take or hold such lease ; 
and no assignment shall release the assignor or the assignor’s bond from any 
liability for breach of any obligation of the lease accrued at the date of the 
assignment. 

The only objection I could see to that from the standpoint of the 
provisions of present regulations, would be in regard to the wording of 
the assignment, or the intent of it, as to extent of the interest assigned ; 
and compliance with the regulations as to division of acreage. 

There are certain restrictions enforced at this time that the Secre- 
tary has prescribed in regard to splitting subdivisions covered by any 
‘lease 5 snd the selection of subdivisions in an orderly, compact manner. 
Af this section here were amended to provide that the assignments 
either in whole or in part, in conformity with the regulations of the 
Secretary of the Interior as prescribed, would, apparently, meet that 
objection to the present system. 


OPTIONS 


Then the other point covered by the Fernandez bill was in regard 
to the options. Again I quote from the Fernandez bill, page 10, 


beginning at line 6: 
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The interest of an optionee under an option to purchase or otherwise acquire 
one or more oil or gas leases, or any interest therein, when coupled with the 
right to conduct geophysical examination of the leased land, shall not prior to 
the exercise of such option be a taking or holding under the provisions of 
any section of this Act: Provided further, That any option entered into after 
June 1, 1945, for a period of more than two years, shall be subject to the ap- 
proval of the Secretary of the Interior. 

End of quote at line 15. 

Again quoting from the Fernandez bill at page 17, section 4, line 22: 

That no repeal or amendment made by this act shall effect any rights ac- 
quired under the law as it existed prior to such repeal or amendment; and 
such rights shall be governed in all respects by such preexisting law. 


And: 
Except to the extent otherwise provided in this Act. 


That section I’ve just quoted, it seemed to me, could be construed 
to validate all such options entered into prior to June 1, 1945, if they 
were made to conform to the conditions prescribed in this act; that 
is to say, if they were for a period of more than 2 years, they should 
ten be subject to the approval of the Secretary. 

Without some such provision in the Senate bill I am rather con- 
cerned about what position the holders of the options taken prior to 
dune 1, 1945, would be, from the standpoint of having these options 
approved or of having any rights under them whatever. 


SURRENDER OF LEASES 


Referring back to Mr. Stock’s letter to the committee, under the 
heading “Surrender of leases,” I’m sure that I speak for everyone 
in Montana interested when I say that provision would be lhkewise 
appreciated and approved by all concerned. 


GOVERNMENT'S ROYALTY OIL 


Referring to section 36, covering the matter of the royalty accru- 
ing to the United States and the Secretary of the Interior being re- 
quired to take the royalty of the United States in kind, in leu of 
money, if not satisfied with the market price of oil prevailing in the 
field, I listened with great interest to Mr. Brimmer’s statement on 
that subject, and I could see his position in the matter, but I’m per- 
sonally still inclined to think that the right of the Secretary to fix 
the price of the crude oil should, at the worst, be limited to the 
royalty oil of the United States, because in so many places where 
the price of crude oil is determined in the field hy competition be- 
tween buyers, and so many elements that enter into the foundation 
for the competitive price that may be fixed by buyers, that I can’t 
imagine how any outside authority could safely be entrusted with the 
power to decide that the price as to a certain ie. for certain wells, 
should be something different. 

I can understand why the royalty owners should feel, as a repre- 
sentative and trustee of public lands and the interests of the United 
States Government, the Secretary should not be compelled to take 
whatever price might be offered by the lessee for the royalty oil. 

But it would seem that privilege in the Secretary to take his oil in 
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kind in lieu of money in a field where the price of crude is fixed by 
competition should be as good protection as could be expected; but if 
that were not satisfactory and the Secretary insisted that the power 
should be left in him to determine the price of crude by such methods as 
he might feel justified ; and that the lessee would be required to pay it, 
I think it should be restricted to royalty oil, so the lessee could then de- 
termine whether he could afford to pay that price and continue in busi- 
ness by selling his share of the products at the best price obtainable. 

Senator O’Mahoney has stated that the sliding-scale royalty rates 
were originally adopted by the committees of the Senate and of the 
House with the thought in mind that payments could be expected from 
that source, and would to some extent compensate the State govern- 
ments for any loss of taxes that might result from the permanent re- 
tention of the oil and gas lands in the ownership of the Federal Govern- 
ment. : 


FLAT 12% PERCENT ROYALTY 


That statement reminded me that so far as the government of Mon- 
tana is concerned, its share of oi] and gas royalties from Ferderal lands 
has been derived from production under the 5-percent royalty discovery 
leases granted by the Department in the years prior to 1935 with the 
exception of the production developed in the Elk Basin field since 1943 
and the Frannie field in 1941. The prospecting and development of 
the potentially productive oil and gas lands in Montana is a matter of 
far more importance to the people of the State than is any share of 
royalty income from public lands in excess of a fixed royalty of 1214 

ercent; and in view of the fact that the Congress has already author- 
ized the fixing by the Secretary of the Interior of a flat royalty of 1214 
percent on production from wells on land included in unit development 
projects, I am sure that a large majority of the citizens of Montana 
would vote, if they were privileged to do so, to eliminate royalties in 
excess of 1214 percent on production from Federal lands, in order to en- 
courage further prospecting and development of the lands in that State 
that are considered potentially or possibly productive of oil and gas. 

I think they would also favor enactment of legislation providing for 
the Federal Government to grant to the various States any lands that 
the United States Geological Survey geologists have classified or shall 
classify as not valuable for oil or gas production ; with the idea in mind 
that they might provide inducements of sufficient attractiveness to in- 
duce the operators to do some more prospecting on such lands. 

Senator O’Manoney. Does that complete your statement, Mr. Jack- 
son ? 

Mr. Jacxson. That completes my statement. 

Senator O’Manoney. Are there any questions? The committee 1s 
very much indebted to you, Mr. Jackson. It is now 5 o'clock and unless 
the members of the committee and the witnesses are desirous of proceed- 
ing, the Chair will call a recess until 10 o’clock tomorrow morning, 
when we hope we will be able to conclude in the morning session the 
presentation of the remaining evidence. 

The meeting is now recessed. 

(Whereupon at 5 p. m., the committee recessed until 10 a. m., Tues- 
day, August 28, 1945.) 
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TUKSDAY, AUGUST 28, 1945 


Unrrep States SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON 
Pusztic LANDS AND SURVEYS, 
Casper, Wyo. 

The subcommittee met at 10 a. m., pursuant to recess, in the United 
States district courtroom, Federal Building, Casper, Senator Joseph 
C. O'Mahoney (chairman) presiding. 

Present: Senator Joseph C. O’Mahoney (chairman) and Senator 
Edward V. Robertson. : 

Also present: Congressman Frank A. Barrett, of Wyoming; W. H. 
McMains, clerk, Senate Committee on Public Lands and Surveys; 
Harry M. Edelstein, Office of the Solicitor, Department of the Inte- 
rior; H. J. Duncan, Geological Survey, Departinent of the Interior; 
Pierre LaF leiche, for the State of Wyoming; Max Ball, Petroleum 
Administration for War. 

Senator O’Manoney. The hearing is resumed. The first witness 
this morning is Henry J. Coleman. Mr. Coleman. 


STATEMENT OF HENRY J. COLEMAN, ATTORNEY AT LAW, 
BILLINGS, MONT. 


Mr. Coteman. Mr. Chairman and gentlemen, my name is Henry 
J. Coleman. I live in Billings, Mont., and have practiced law there 
for the past 36 years. I am associated with the firm of Coleman, 
Jameson & Lamey. 

I first had some experience in connection with the Leasing Act in 
the year 1922, in connection with the Kevin-Sunburst field in northern 
Montana. ‘From then on down to the present date that experience 
has continued but has changed mostly to northern Wyoming, the Elk 
Basin field, the Garland field, the Byron field, the Oregon Basin field, 
and a good many other fields in Park County, Big Horn County, 
Washakie County, and Hot Springs County. During that time I have 
had a good deal of experience in connection with the Federal Leasing 
Act. At the present time, at this hearing, I am representing the Mule 
Creek Oil Co., which is a copartnership composed of former stock- 
holders of the Yale Oil Corp. I am also representing A. B. Cobb 
& Co., a copartnership consisting of Mr. A. B. Cobb, of Great Falls, 
Mont., and Dr. C. W. Jeffries, of Rawlins, Wyo. 

Mule Creek Oil Co. and its predecessor, the Yale Oil Corp., and 
Yale Petroleum Co., of which Mr. Paul Stock, the president of the 
association, was a member and president, has handled a great deal 
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of Government land in the fields I have referred to, and has built up 
a good deal of production. Mule Creek Oil Co. is still interested in 
a good many fields, particularly in northern Wyoming. 


ROYALTIES 


My experience has never gone to southern Wyoming; J don’t know 
much about the practices there, but, of course, I'm not going to repeat 
a lot of things that have been said here in connection with the price of 
oil; that is, the royalty price of oil. I am satisfied that the clients I 
represent, as well as the interests generally known as independents, 
feel that the royalties charged by the Government are excessive and 
unfair. They feel that the royalty of 1214 percent has been estab- 
lished in this area for many years, and really is the going royalty, 
but I’m not going to refer to that at length, except to say this: If 
the majors are interested in this price of royalty, royalty reservation 
by the Government, and feel it is excessive, that fact is doubly im- 
portant to these independents, for the reason that the majors have 
holdings all over the country and many of them in foreign countries, 
South America, and if their operations in Wyoming and Montana 
really constitute a small part of their general operations and the 
price of royalties—the amount of royalties may balance it up. 

But with the operators such as I speak of—what we class the inde- 
pendents—they have no other operations than right in this area. In 
Wyoming, it’s hardly possible to go into a field in northern Wyoming 
and not develop Government acreage. So they are very greatly 
interested. I just want to refer to one instance. Take Elk Basin, 
for instance, which came in 2 or 3 years ago in the deeper sands, as a 
very important new discovery. It had been produced of course, as 
you gentlemen know, for many years from the upper sands, but it was 
only a few years ago that the lower sands were tapped and found 
productive. 

Those wells came in, say at 600, 800, or a thousand barrels a day 
and they were produced for a while on that basis, and they paid the 
cerresponding step-scale royalties on that production to the Govern- 
ment. For the past year, however, I think perhaps by a voluntary 
agreement or perhaps by a regulation of the Department, production 
from those wells has been cut down to about a hundred barrels per day. 
Under the step-scale royalty that is now effective, those hundred- 
barrel wells would be paying a royalty of about 17 percent of their 
production. 

In addition to that, in most instances, there are overriding royalties 
which have to be paid by the operator. Those wells cost at least a 
hundred-thousand dollars apiece to drill and put on production. 
Then, of course, there are the operating costs from then on. It isn’t 
a very difficult mathematical problem to determine how long it’s going 
to be before the operators are going to get back their money for the 
cost of those wells. Most of the wells in northern Wyoming fields now, 
the black-oil wells, are deep wells. They run from 4,500 to 5,500 or 
6,000 feet deep, and if you get a hundred-barrel well, you may get from 
60 to 90 cents a barrel for the oil. You pay those big royalties and it is 
a deterrent upon development work, there’s no doubt of that. The 
royalties are high and they are a heavy burden. I think this, if it is 
finally determined that the royalty will not be put on a flat 1214- 
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percent basis, that the provision that appears in the Senator’s bill, 
rewarding the discovery on a Government lease of a new horizon or 
of a new field on a 121,,-percent basis is desirable. I think that will 
increase development of Government leases. 

That’s all I wish to say about that. This committee knows the 
additional cost of drilling these wells and of operating them and the 
problems that all operators have; and I can say this—that the oper- 
ators generally, whether they’re independents, or majors, or indi- 
viduals, all feel that the royalty is excessive. 


OPTION AGREEMENTS 


There are two things about which I would like to speak briefly. 
One of them was referred -to yesterday by Mr. Brimmer, and that is 
the provision on page 10 of the bill, regarding options. [Reading:] 

The interest of an optionee under an option to purchase or otherwise acquire 
one or more oil or gas leases, or any interest therein, when coupled with the 
express obligation to conduct geophysical examination of the leased land, shall 
not, prior to the exercise of such option, be a taking or holding under the 
acreage limitation provision— 
and so forth. That’s on page 10, lines 16 to 21 of the act. That 
validates options which are coupled with the express obligation to 
conduct geophysical examination of the leased land. Mr. Brimmer 
yesterday thought that was a very fair and desirable proposition, 
and not only that the option should be coupled with an obligation 
to do geophysical work but the optionee should be obliged to do 
geological work; and if the first geophysical examination wasn’t satis- 
factory, why, they should do a second. At the same time, he should 
ramember that geophysical work costs from $10,000 to $12,000 a 
month. There again, without pointing the finger of scorn at the larger 
companies, the majors have staffs, and they have funds for doing 
that geophysical work, but the ordinary independent doesn’t have that 
kind of facilities. He doesn’t have that kind of technicians. It’s 
extremely expensive; many times a structure doesn’t warrant that 
kind of work. Many times the ordinary surface geology will serve 
the purpose of determining whether he wants to drill or not. IT’ll say 
this, in northern Wyoming I don’t know any independent operators 
that have ever had geophysical work done. There may be some, but 
I know that the parties I represent have never had it done. That 
provision, coupling that obligation to do geophysical work on a lease 
with the option, practically forbids an independent operator to handle 
that kind of a proposition. He can’t take options. 

Of course, this committee knows that when a proposition is con- 
sidered by any operator they don’t know where they’re going to find 
oil on a structure or if they’re going to find it at all. There may be 
two or three highs on a structure, and the necessity for them, of 
course, is to get enough of the structure tie-up so they’re sure they’ve 
got the top of it, or the producing area. If they can’t take these 
options, why, they might just as well go out of business. 

Senator O’Manoney. Do you think an independent would take an 
option without having had some exploratory work, geophysical or 
otherwise, to give some likelihood that deep drilling would bring in oil ? 

Mr. Coreman. I think they would take an option without any 
detailed geological work; I think they do take options right along, 

Senator O’Manoney. On these large areas? 
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Mr. Coteman. Yes, sir; yes, sir; I do; and I know of many cases 
where it-is done. Ordinarily, they may have a reconnaissance work or 
survey of some kind, but before they do any detailed geological work 
they eal to protect themselves, they should have some tie on the land. 

Senator O’Manoney. Your contention is, if I understand you cor- 
rectly, that to make an option dependent upon geophysical work would 
be to exclude independents who are not equipped to do geophysical 
work from the opportunity to get an option ? 

Mr. CoteMaAN. That is true, and it would not only—— 

Senator O’Manoney. Was that considered by the Rocky Mountain 
Oil & Gas Association ? | 

Mr. CotemAN. I don’t know whether it was or not. I wasn’t pres- 
ent at the meetings where these matters were considered. 

Senator O’Manoney. Mr. Healy, was that considered by your legis- 
lative committee ? 

Mr. Heaty. I believe it was, Senator. It was considered that the 
change recommended from the obligation to do geophysical work, to 
a right coupled with the right to do geological or geophysical work, 
would adequately protect the small investor in a better way than it 
would as written in the bill; and I think that was mentioned by some 
of the smaller operators at the July 25, 1945, meeting. 

Senator O’Manoney. That was the reason for the recommendation 
which you described yesterday ? 

Mr. Hearty. That was one of them. 

epator O’Manoney. To provide for geological or geophysical 
work ¢ 

Mr. Heary. That’s right; and also the fact that the geological work 
might be more effective in this Rocky Mountain area than geophysical. 

Senator Ropertson. My understanding was that their recommenda- 
tion was the phrase “and geological.” 

Senator O’Manoney. No; that was George Brimmer. The Rocky 
Mountain Oil & Gas Association recommended the word “or.” 

Senator Ropertson. I have both of them here, and I was mixed up 
as to which was which. 

Mr. Cotrman. I couldn’t help feeling yesterday, when Mr. Brimmer 
testified, that while he classed himself as a broker and a small oper- 
ator, he was really discussing this matter as a breker and not as an 
operator. It would make no difference to him, perhaps, as a broker, 
what requirements were made in connection with an option, but it 
certainly makes a lot of difference to an operator. 

Congressman Barretr. Mr. Coleman, you would have no objection 
if the bill were changed to read “geological or geophysical” ; that would 
certainly allow considerable latitude to the operators, would it not? 

Mr. Coteman, I think it would, except for one reason, and I’m go- 
ing to come to that in a minute, Congressman Barrett. I can’t see 
really why the Department is interested in the consideration that the 
operator pay the lease owner; and that’s all this is; this matter of geo- 
physical or geological investigation is part of the consideration for 
the option. 

In many cases options are being taken and have been taken where an 
adequate consideration is paid outside of any promise to do geological 
or geophysical work. For instance, a cash consideration is paid. The 
first year the operator pays a rental, or a premium you might call it, 
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of 25 cents an acre. The next year he pays 50 cents an acre. The third 
year he pays a dollar an acre, if he holds it. There is the implicit un- ~ 
derstanding in most of those option agreements, and the only reason 
the operator takes the option agreement is to determine whether or not 
It is valuable for oil or gas, and, naturally, he has that work done. 

I said I was coming to Congressman Barrett’s question in a minute. 
There’s no use disguising the fact—I think the Department knows it— 
that many operators in northern Wyoming—I don’t know about south- 
ern Wyoming—but many operators in northern Wyoming have been 
taking options, believing they were permissible under the law and 
under the departmental rules and regulations. Until the letter to the 
Atlantic Refining Co. came out, I never dreamed but that it was per- 
miissible to take options and not be required to file them in the Depart- 
ment or secure their approval. Many companies, majors and minors, 
too, have taken those options, and most of them, I think, are not under 
any obligation to do the work. | 

Senator O’Manoney. It has been pointed out this is a bill intended 
to promote the development of oil and gas. One of the reasons the 
committee is supporting this study is its desire to bring about a better 
development of possible oil resources in the public-lands States. We 
recognize the necessity for developing new reserves. It is obvious, 
is it not, that if options were permitted upon public lands based 
solely on the payment of a cash consideration, increasing from year 
to year, the result would be to give the optionee the right to hold lands 
out of development until the optionee was pleased to undertake 
drilling? 

Mr. Coteman. It might be considered from that angle. That could 
be taken care of by having a provision in this bill forbidding options 
for more than a year or so. : 

Senator O’Manoney. Options for more than a year or so, without 
the consent of the Secretary, are prohibited. 

Mr. Cotnman. Yesterday Mr. Brimmer stated 1 year was plenty 
long. I don’t think any operator in this State will agree with Mr. 
Brimmer on that. With our short season certainly no geophysical 
work can be done, and then, too, in pretty nearly all of these cases 
we run into title difficulties that have to be straightened out, and as- 
signments submitted to the Department and approved. One year 
is too short, and I think every operator, independent or major, will 
agree on that fact. 

Senator O’Mauoney. What length of time would you consider sat- 
isfactory ? | 

Mr. CoLeman. It shouldn’t be less than 2 years. I think that should 
be long enough, with the provision, however, that if that is not long 
enough the matter could then be submitted to the Secretary, and if 
it meets with his approval, it could then be extended. msc 

Senator O’Manonry. Do you agree there should be an upper limit, 
as Mr. Brimmer contended ? 

Mr. CotEmMan. Of course, an upper limit is better than the limit we 
have had in the past of 2,560 acres 

Senator O’Manoney. I meant as to time? 

Mr. CotEman. Oh, as to the time; I didn’t understand your question 
Senator. 

Senator O’Manoney. I say, Do you agree there should be a limit 
to the period of an option ? 
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Mr. Coteman. Yes, sir; Ido. I think in the interest of the public 
and the purpose of the law there should be some limit on the time, 
and I don’t think any operator objects to that; but there are great 
big areas in this State. You may have an area of 25,000 acres. I 
don’t know about these Union Pacific grants Mr. Brimmer spoke 
of; we don’t have anything like that in northern Wyoming, but we 
do have big areas, and it is difficult to find the best point. For in- 
stance, our clients finished a well on Spring Creek, with which the 
Senator is familiar, and the surface geology showed a built-up arch. 
They drilled on top of that arch, but the subsurface showed a definite 
nonconformity below, and by the time they got down 2,000 or 3,000 
feet they were in a vertical bed. Now they are drilling a second well, 
and they hope they are right and that they will land on the crest or 
apex of the structure. 

The independents that I have contact with are not too satisfied that 
geophysical work is so certain that it justifies the excessive cost. Lots 
of geophysical work has not been satisfactory; that is, it hasn’t helped 
in the development. I feel very strongly, and I know not only my 
clients but most other operators feel the same way, and that is that 
the clause in regard to the agreement to do geophysical work to vali- 
date an option is excessively burdensome. 

There aren’t very many more small independents left. The day 
of small operations, the small man in the oil business, is gone. He 
can’t do it. It takes a pretty good aggregation of capital to do that. 
Most of the independents don’t have a full-time geologist in their 
employ in northern Wyoming, although we have two or three consult- 
ing geologists available. Lots of times you have to wait weeks and 
months to get a competent geologist to do your work. That’s why I 
say 2 years is not too short a time, and I certainly feel that will be a 
very onerous obligation and would discourage development by inde- 
pendents, if the requirement of geophysical work is left in there. 


ASSIGNMENTS 


Of course, there has been a good deal of talk about assignments and 
the necessity for securing approval before the assignments are effective. 
That is a troublesome question. I have no doubt the Department 
recognizes it, and I also have no doubt the Department is under- 
manned and overloaded with work and is doing the best it can. The 
fact remains however, it ordinarily takes 6 months to a year after an 
assignment is made before it is approved. There have been cases 
where, if drilling was imminent, upon request, the Department has 
speeded up its work, but you can look for 6 months to a year’s delay 
after you file an assignment and where it is left wholly to the dis- 
cretion of the Secretary. Certainly most of the attorneys for the 
major companies will not recommend to their companies that they go 
in and drill until those assignments are approved. 

The independents will take chances the majors won't take. I have 
known of cases where independents have drilled wells and completed 
them under assignments not approved by the Department until the 
well had been completed. They do that because they have fewer 
obligations. I don’t know that you can change it, but it seems to me 
this way. 
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I have never known of a case where the Department has refused 
approval of an assignment unless there was an excess acreage involved: 
or unless the assignee was disqualified for some other reason—na- 
tionality or something of that kind. I have never known of a case: 
where an assignment was not approved; and for that reason it seems 
to me, as the suggestion has been made, that the assignment should be 
effective from the time it is filed, until it develops the assignee is not 
qualified, either by reason of excess acreage or some other reason, but 
it shouldn’t be left to the uncontrolled discretion of the Secretary. 

Senator O’Manoney. I understand your testimony to be a psycho- 
logical rather than a practical objection ? 

Mr. Corteman. It is more than a psychological objection, Senator; 
certainly 

Congressman Barrett. What would you think of this suggestion— 
that the bill be amended to the effect that the assignment should 
state the assignee was a qualified lessee, as to nationality, excess 
acreage, and other related matters, and accordingly, upon filing a 
proper bond it would leave the matter of approval in the hands of the 
Secretary as a ministerial matter? 

Mr. Coteman. That would be my idea. I haven’t formulated any 
express amendment, as Mr. Brimmer did yesterday, but if something 
like that could be done I think that would be satisfactory. 

Congressman Barrett. The assignee would be saciafion 
the risk under such circumstances. 

Mr. Coteman. The assignee should know whether he is qualified 
or not, and if he is qualified, he should know that his assignment 
will be approved. 

Senator O’Manoney. Mr. Nielson, do you desire to make some 
comment ? | | 

Mr. Nraison. Yes, Mr. Chairman. Mr. Coleman is quite at libert 
to report that just recently, when we were consummating a loan wit 
the Chase National Bank, we employed him to obtain an opinion 
from the attorneys for that bank on this very question. That held 
up our negotiations for a week while I was sitting in New York 
waiting to get a report from Washington as to what our position was 
under the Federal leases. 

They were satisfied by the statement that while the Secretary had 
that privilege, he hadn’t chosen to take advantage of it. The ques- 
tion was there, and it was through Mr. Coleman’s assistance we were 
able to persuade the attorneys for the Chase National Bank that this 
power in the Leasing Act would not be exercised. 

Senator O’Manonry. I understand that. 

Mr. Coteman. All you can do is to say that this is our experience. 
We have never known an assignment to be disapproved, if the as- 
signee was qualified. 

Our report showed that Mr. Nielson’s company was qualified; and 
therefore we convinced them that they were safe in proceeding, 
although there was a hazard there, and many companies will not take 
that hazard. 

It is a little difficult. You start in a unit plan and you submit your 
unit plan to the supervisor of the United States Geological Survey, 
and you go over it with him; you have to submit some facts with it. 
You agree with him, but when you go to Washington you start bar- 
gaining all over again. It may take a year to get a unit plan approved. 


in assuming 
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There are two sides to these questions, and there are reasons for the 
delays in the Department. I don’t know what can be done about it. 
I realize the Department has to have some control; you have to get 
the approval, and you have to have qualifications. | 

I think, as Congressman Barrett suggested, if that can be made 
a ministerial duty, so the assignment will follow automatically, it 
will help the industry. I have nothing further to say on that matter. 


GOVERNMENT’S ROYALTY OIL 


The only other thing I want to discuss briefly. I know the Senator 
wants to get away this. noon, so I will cut it short. Section 36, at 
page 16 of the act, lines 19 to 25, we discussed yesterday. It is in 
regard to the price-fixing powers of the Secretary of the Interior, and 
I am not going to rehash this matter that was discussed yesterday, 
except to say this about the Lance Creek matter: I believe Mr. Cobb 
and his associate, Jeffries, got all they could get in 1938 and in 1939 
from the oil in Lance Creek. It may be that they did not, but I can’t 
see why they wouldn’t try to get all they could, and I think they did; 
they got 77 cents a barrel. 

The Department, however, said, “We will not accept less than $1.14 
a barrel for our royalty oil, and it ended up that the Cobb Co. 
got 77 cents a barrel for that oil. They paid $1.14, subsequently re- 
duced to $1.02. They just took that loss. That doesn’t seem very fair 
to me, but there may be cases where it is fair, but, generally, I don’t 
think it is. 

On yesterday, when Mr. Brimmer was speaking, I followed him with 
interest to see if he was referring to the powers of the Secretary with 
regard to royalty oil, or all the oil. Congressman Barrett finally 
asked him the question; the Congressman remarked something to the 
effect it would be absurd to think the Secretary would have the right 
to fix the price at which the operator should sel] his portion of the oil. 

Congressman Barrett. Do you agree with that? 

Mr. CoLtemMaN. I agree with that thoroughly, but the fact is the De- 
partment maintains it has the right to fix the operator’s price of oil, 
and I have known of one case where they did 1t. 

I don’t know whether Senator Robertson remembers it or not, but 
along in 1929 or 1930 there was production in the Oregon Basin field 
in Park County, Wyo. There was practically no market for it. That 
was before Mr. Nielson’s refinery had been built at Cody, or Inde- 
pendent Refinery at Laurel, in southern Montana. The Yale refinery 
was a very small institution, and Mr. Russell at Billings could handle 
700 or 800 barrels a day. | 

The Secretary made the ruling he would not approve any contract 
for the sale of oil for less than 85 cents a barrel. It meant the pro- 
ducer had toshut down. You couldn’t sell any oil. 

I had some experience in connection with that matter. Charles 
Orchard, who is a well known Wyoming man, had four or five wells 
in the Oregon Basin field, with some 1,200 to 1,500 barrels a day pro- 
duction. He had entered into a contract to sell his oil to Russell 
Refining Co. at Billings for 85 cents a barrel, and the bill for oil 
delivered had run up to about $50,000. The Russell Refinery had 
some claim for offset, and would not pay the full amount of the 
indebtedness, offering to settle for something like $40,000. 


DEVELOPMENT OF OIL AND GAS ON THE PUBLIC DOMAIN 75. 


I took the matter up with the supervisor of the United States 
Geological Survey at Casper, detailing the facts, and asking him 
whether or not it would be a violation of regulations if, under the cir- 
cumstances, we settled Mr. Orchard’s claim against the Russell Refin-. 
ing Co. for less than the price fixed by the Department. He told 
me that it would be all right to make the settlement, but simply to 
write a statement of the whole matter to him. 

Proceeding on his statement, we made the settlement, and within 
2 days thereafter Mr. Orchard’s wells were locked by order of the 
Department and the Geological Survey. I went back to Washington, 
and spent 10 days trying to get them to unlock Mr. Orchard’s wells, 
and we finally got them unlocked. 

The order fixing prices for the operator’s share of the oil in Oregon 
Basin persisted for some time. There was simply no market for that 
oil at the price fixed by the Department. The result was that many 
operators in the Oregon Basin field went broke. Finally the price 
went down to 40 cents a barrel, then up to 50 cents a barrel, and is 
now 65 cents a barrel. I don’t know whether or not the Department 
still claims jurisdiction to fix the price at which the operator shall 
sell his oil. I suppose it does. 

Mr. Brimmer talked yesterday about the Secretary fixing prices 
at which the operators’ share of oil should be sold, or at least at which 
the Government royalty oil should be sold. I think every operator 
would be delighted if the Department could successfully fix higher 
prices for the oil produced by him, providing that he could get a 
market for his oil at that price. But everybody knows that prices 
cannot be adjusted in that manner, and if the Department fixes a. 
higher price than purchasers are willing to pay, it simply means 
that the operator is forced fo suspend production, which is the very 
thing which happened in the Oregon Basin field. | 

Those are the only two instances I know of where the Department 
attempted to fix prices—one in connection with its royalty oil, and 
one in connection with all oil produced. If the Department fixes 
a higher price than purchasers will pay for the oil, operators on 
Government lands will be shut down, while operators on privately 
owned lands are producing their oil. That is the way the matter 
worked out in Oregon Basin. | | 

In other words, I think that the power of the Secretary to fix prices 
is a very dangerous one. There may be instances where such a power 
or authority would be salutary, but as a general matter, in my opin-. 
ion, it is unwise. It approaches regimentation and dictatorial con- 
trol, and for that reason I think the power should be taken away from 
the Secretary, as suggested by the committee of the oil association. 


ELK BASIN-——LANCE CREEK 


Congressman Barrett. Mr. Coleman, I was interested in your state- 
ment that the companies operating in Elk Basin up there in northern 
Wyoming and southern Montana had agreed on a pro rata of a hundred 
barrels a day for each well. 

Mr. Coteman. I don’t know that they agreed; that may be a ruling 
of the Department and it may be an agreement. What happened, as 
-I understand it, is that those wells were produced at too high a rate, 
and the result was the gas pressure fell very rapidly, and it may be that 
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the operators, agreeing among themselves, fixed oil production at 100 
or 150 barrels a day as the top production. 

Congressman Barrett. In Lance Creek the companies operating 
there are practically identical with those in Elk Basin, and in Lance 
Creek the pro rata is about 285 barrels a day. I was wondering if 
the operators in Elk Basin were forced to limit the pro rata or the 
production from each well to a hundred barrels because of the excess 
royalties involved in Elk Basin as against the lower royalties in Lance 
Creek ? | | 

_ Mr. Coteman. No; I don’t think royalties had anything to do with 
it. I think it was agreed the conservation of that field required cut- 
ting down production. At the present time, as I understand it, there 
is a unit plan being considered for that field, and then I suppose the 
Department will exercise its judgment on the production to be allowed. 


STEP-SCALE ROYALTIES 


Senator O’Manoney. One consideration which has been advanced 
in support of the so-called step-scale or the old sliding-scale of royalty 
is that in areas where there is no State conservation law and no legal 
method of enforcing a proration to prevent an uneconomic produc- 
tion the larger royalty for larger production acts as an automatic stop 
on excessive production. 

Where there is no law by which State authorities can prevent the 
excessive production from a field—one operator on a lease capable 
of large production, could on a flat royalty production produce a 
great deal of oil to the detriment of his neighbors, to the detirment 
of the field itself. 

Mr. Coteman. That is undoubtedly true, but suppose the operator 
who wanted to produce in excess of reasonable methods is the owner 
of a private lease, or a State lease where there is no regulation. What 
are the operators of Government leases going to do then? Are they 
going to let him drill that field at an excessive rate when he is subject 
to no regulation or limitation at all? 

Senator O’Manonry. It is my understanding that at the last session 
of the legislature in Wyoming, a bill providing for State conversa- 
tion was introduced, but it was not acted upon. 

Mr. LeF leiche, was there not such a bill ? 

Mr. LeF recuse. Yes, sir, and it was defeated in the senate after 
passing the house, by a majority opposition on the part of oil interests 
in the State of Wyoming. 


SEVERANCE TAX 


Senator O’Manonry. There has been debate over many years, here 
and in other States, about the desirability of a severance tax. 

Mr. Coteman. The desirability of what ? 

Senator O’Manoney. A severance tax. 

Mr. Coteman. Oh, yes. 

Senator O’Manoney. Has there been such discussion in Montana? 

Mr. Cotreman. I haven't heard of it. : 

Senator O’Manonry. I have been advised that during the last 
session of the legislature there was talk about such a proposal; is that ' 
right, Mr. LeF leiche? 
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Mr. LaF e1cue. Not to my knowledge. I have read newspaper ac- 
counts of statements made in the senate to the effect that the opposition 
of the industry to conservation legislation was because of another 
matter, that is of importance to the welfare of the State, and that is 
the matter of taxation of our natural resources, so that the State might 
get the benefits to be derived by other States, not only adjoining the 
State of Wyoming but elsewhere in the United States. 

I got that from a press report; I wasn’t there at the time the state- 
ment was made, However, in connection with this bill, or any bill, 
there was no suggestion of a severance tax. 

Mr. Coteman. Montana does have a production tax, which I pre- 
sume is the same as a severance tax, where each operator-producer 
pays a certain rate, 2 cents, I believe, per barrel, on all oil produced. 
That, I suppose, is a severance tax. | 

Seanator OManoney. It is of the nature of a severance tax. Gov- 
ernor Huey Long, of Louisiana, later a United States Senator, made 
quite a reputation and a lot of money for the State of Louisiana by 
imposing a severance tax on oil. 

Senator O’Manoney. If there are no further questions, we will call 
the next witness. Thank you, Mr. Coleman. | 


Mr. Cullen. 


STATEMENT OF J. F. CULLEN, MANAGER, STANOLIND OIL & GAS 
CO., ROCKY MOUNTAIN DIVISION, CASPER, WYO. 


Mr. Cutten. Mr. Chairman, and gentlemen of the committee, my 
name is J. F. Cullen, of Casper, Wyo. Iam manager for the Stanolind 
Oil & Gas Co. in the Rocky Mountain Division, which includes the 
States of Colorado, Wyoming, Montana, and Utah. I have been con- 
nected with the oil industry for the past 31 years, 29 years of that 
time being in the Rocky Mountain area. I have been a member of 
the production committee of district IV, Petroleum Administration 
for War, since its organization. I have read and studied Senate bill 
1236, introduced by you, Mr. Chairman, and Senator Hatch of New 
Mexico, and believe this bill is a step in the right direction, and that 
it is necessary in the public interest, and will promote development of 
oil and gas on the public domain. 7 

The oil industry played a leading part in bringing World War II 
to a successful completion and is now ready to do its share in the 
peace economy to come. 


ROYALTIES 


As to section 17 of the bill, I feel that it should provide for a flat 
121%-percent. royalty on the amount or value of production as being 
in the best interest of the public, the Government, and the oil indust'ry. 
The customary rate of royalty on fee lands is now 121% percent, which 
rate allows a fair return to the landowner and is not overburdensome 
to the producer. 

On the public domain it is generally agreed that the shallow or. 
obvious sv'ructures have already been tested and future prospects for 
oil and gas will be found at much greater depths, entailing expensive 
subsurface exploratory work with much greater cost for drilling and 
with higher hfting and producing costs. 

78293456 
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The flat 1214-percent royalty will allow the producer to know 
exactly what royalty he will pay, and if so fortunate as to obtain a 
large producing well, will still be able to figure his royalty at 1214 
percent rather than at a rate depending upon the amount of oil pro- 
duced. Where individuals or brokers acquire leases on a structure 
on which a discovery is made, they will be in a better position to deal 
on these leases if they know what royalty will apply, regardless of 
the size of the well. Also, the operator negotiating for such leases 
will be in a position to make a fair engineering valuation on these 
lands in knowing the royalty toapply. , | 

The flat 1214 percent royalty, with increased development result- 
ing, will accrue to the benefit of the public, the Government, and the 
local community, due to gains through new pay rolls, new markets 
for materials and supplies, and increased taxation values. 

Congressman Barrett. Let me ask you right there, Mr. Cullen, if 
royalty to the Government were set at a straight 1214 percent, would 
it be reasonable to expect that the ultimate recovery would be more 
and consequently the income to the Government on its royalty oil 
would be as much under those conditions, assuming even that produc- 
tion were the same? 

Mr. Cutien. I would say it would be less directly ; that. is, cash for 
the all-over production of oil, but there would be an increased devel- 
opment in the economy, the over-all economy, where the Government 
would gain. 

Congressman Barrett. By that you mean from a conservation 
standpoint and the over-all picture, the Government would benefit if 
development should come about and production increased in the years 
that lie ahead ? 

Mr. Cuuen. I say it would. 

In view of these considerations, it is obvious that the present step- 
scale royalty will not promote the development on the public domain, 
particularly where operators can go into adjacent areas and secure 
private or State land leases on a 1214 percent royalty basis. The 
adoption of a flat 1214 royalty rate would give much needed relief and 
assurance to the operator who calculates that the greater number of 
discoveries result in wells of small size, when he reflects that if his 
wells average, for example, 100 barrels of oil per day, he may expect 
a long, economic, productive life of his wells at 1214 percent instead 
of aoe burdened with 17 percent royalty, as under the present step 
scale. 

The provision to allow a minimum royalty of $1 per acre in lieu 
of rental after discovery will be very beneficial. This will simplify 
pemaenae ee and will eliminate confusion, especially on leases where 
the working-interest owner is charged with the royalty, whereas the 
original lessee is responsible for rentals. 


ELIMINATION OF 2,560-ACRE RESTRICTION 


Under section 27 of the bill, the elimination of the 2,560-acre re- 
striction for a single structure, and increasing the number of acres 
which may be held in any one State to 15,360 acres, will tend to 
encourage wildcatting and new development. 
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OPTION AGREEMENTS 


Authorization of the acquirement of options on public lands is a 
distinct step forward, in that it will promote unitization and the geo- 
a and geophysical exploration and development of land on the 
public domain. It is thought, however, that the express requirement 
in the act that the optionee assume an express obligation to do geo- 
physical work as a condition to the exercise of the option is too re- 
strictive and will, in many cases, defeat the purpose sought to be 
accomplished. Operators will probably be unwilling to undertake 
to do geological or geophysical work in an area until they satisfy 
themselves that they can acquire enough options in a given area to 
justify the cost and expense of the investigation, and have some rea- 
sonable assurance that the operators have optional rights on enough 
acreage in any area of interest uncovered to justify such cost and 
expense. 


ASSIGNMENTS 


Under section 30 of the bill provision should be made to permit 
the assignment of leases or portions thereof, so that assignments are 
made valid between the contracting parties upon the filing of the 
assignment with supporting evidence as to the qualifications of the 
assignee. ; 

Under the present wording, it is necessary to obtain final approval 
of the Secretary before the assignment becomes valid, and the Secre- 
tary can refuse to approve such assignments for cause, without a defini- 
tion as to what constitutes cause. It appears that the only cause for 
refusal would be a lack of qualifications, and until approval is secured, 
development is held up and the assignor is liable until the final 
approval has been obtained. 


GOVERNMENT’S ROYALTY OIL 


Under section 36, provision is made whereby the royalty accruing 
in the United States under any oil-and-gas lease, on demand of the 
Secretary of the Interior, shall be paid in oil or gas, and provides 
that if the Secretary of the Interior is not satisfied with the market 
price of oil, he shall elect to take the royalty oil in kind, in leu of 
the money. This is a good provision as far as it goes, but in this 
case no mention is made of gas, or of taking his gas in kind. 

_ Congressman Barrett. Mr. Cullen, will you yield for a question ? 

Mr. CULLEN. Yes, sir. 

Congressman Barrett. I have been a little concerned about that 
myself, and I was wondering if it would be fair to require the Gov- 
ernment to take its gas in kind, because I am mindful of the fact 
it might be rather difficult for the Government to dispose of its 
royalty gas. What do you say to that? 

Mr. Cuuuen. I don’t believe it would be practicable to take the 
gas in kind. Therefore, they should take the money value at the 
market price. 

Congressman Barrett. That is, they should be forced to do that ? 

Mr. Cuuuen. Certainly, forced to take the money value of the gas 
sold at the market price. 
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May I say in closing, Mr. Chairman, that we all appreciate the 
opportunity to be heard here, and your coming to the home grounds 
and meeting with us. We also appreciate the thought and effort 
you’ve given in preparing this bill. Thank you. 

Senator O’ManHoNeEY. Th how many States, may I ask, does your 
ay aa operate ? 

r. Cutten. I believe—I’m not sure of that number—I believe 
around 18 States. ; 


ROYALTIES 


Senator O’Manoney. Are you familiar with the royalty which 
operators ordinarily carry on various leases, public and private ? 

Mr. Cutien. Yes, sir; it’s pretty uniformly 1214 percent. 

Senator O’Manoney. I mean the total of royalties, including over- 
rides | 

Mr. Cutien. I don’t think the overrides would be over 214 percent 
on top of the 1214, so it wouldn’t be over 15 percent. 

Senator O’Manoney. What abcut private lands? 

Mr. Cutten. Private lands, pretty uniformly 1214 percent. 

Senator O’Manoney. What is the royalty charged on railroad lands, 
for example, or do you have any such leases ? 

Mr. Cuuien. I don’t believe we have any in Wyoming. I don’t 
know ofany. It’s pretty uniform at 1214 percent. 

Senator O’Manoney. I’ve been told that sometimes that royalty 
runs much higher. 

Mr. Cutten. I know of no case where it’s over 1214 percent. 

Senator O’Manoney. Do you do any operating in California ? 

Mr. Cutten. We're not operating in California, sir. 

Senator O’Manoney. Do you know anything about the royalties 
charged there? | 

Mr, Cutten. No, sir; I’m not familiar with them. 

Senator O’Manoney. Are there any other questions? 

Congressman Barrett. What royalty is paid the State of Wyoming 
on its leases ? 

Mr. Cutten. Twelve and a half percent. 

Senator O’Manonery. Is that general? 

Mr. Cutten. Yes, sir. 

Congressman Barrett. Pardon me, except on leases where they have 
production, is it not? 

Mr. Cutten. On new leases; I know, Senator, years ago they have 
paid as high as 60 percent; you’ll remember. 

Senator O’Manoney. Mr. Duncan. 

Mr. Duncan. Id like to ask, Mr. Cullen, what rate of rayalty you’re 
paying on State lands in Salt Creek, and on public lands in Salt Creek. 

r. Cutten. We’re now having relief, royalty relief on stripper 

wells, that royalty is fixed in a unit agreement. It’s now in the neigh- 
borhood of 11 percent. 

Mr. Duncan. Paid to the State? 

Mr. Cutten. I believe it’s 1214 percent, I’m not sure of that. 

Mr. Duncan. Isn’t it 22 percent ? 

Mr. Cutten. I’m not sure of that. 

Senator O’Mauoney. Mr. LaF leiche can answer that question. 
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Mr. LaF etcue. The royalty rate on section 36 in Salt Creek, which 
is the principal State producing section, is on a basis in ratio to pro- 
duction and royalty rate of a number of years ago, and diminishes as 
production now allocated to section 36 diminishes. At the present time 
it’s about 21 percent. There’s a fixed minimum of 1214 percent regard- 
less of what production is taken from State lands. 


SALT CREEK LEASE 


Senator O’Manoney. It is only fair to say that section 36 is an un- 
usual lease. 

Mr. LaF ercue. Yes; that royalty rate in Salt Creek of 65 percent, 
spoken of by Mr. Cullen, took place quite a number of years ago, in the 
heyday of Salt Creek production. It was because of the fact there 
was a statutory limitation, and also a Federal-limitation on the term 
of State leases of 5 years,-at.which time the leases were subject to 
renewal. Any qualified bidder could submit bids on State lands, agree- 
ing to pay a royalty rate, a bonus, or a combination of those factors. 
Because of the bidding, competitive bidding at the expiration of this 
State lease, the royalty rate was put up to 65 percent. That rate pre- 
vailed for a considerable number of years, until production from the 
sands productive in section 36, got into a more or less stripper basis, at 
which time it was only equitable that a royalty reduction be made. 

That royalty reduction was made in an amount of 30 percent, and 
thereafter fixed on a constantly diminishing basis as production dimin- 
ished. However, in the event that production is increased on State 
lands, then the reyalty rate would go up. 

Senator O’Manoney. What is the theory of that Salt Creek lease? 

Mr. LaF ecu. The Salt Creek lease—in fact all State leases at 
the present time, have a term of 10-years, with the exception that, un- 
der an act passed by the last legislature of the State of Wyoming, where 
State lands are incorporated within a unit, or cooperative plan of 
development, it is‘now permissible on the part of the State, to extend 
the term of State leases so incorporated, for the term of the unit, 
which of course, will probably be for a term as long as oil-or gas 
is produced. 

ELK BASIN LEASE 


Senator O’Manoney. What is the rate of royalty charged by the 
State in the recent Elk Basin lease? 

Mr. LaFtetcre. That is on a sliding-scale basis, and rides, if my 
memory is correct, about 1214 percent up to a hundred barrels; and 
1624 percent up to 500 barrels—that’s 100 to 500—and I believe 25 
percent over 500 barrels. 

The reason for that was this: State lands in Elk Basin field are 
largely within the productive limits or the reasonably productive 
limits of the Tensleep area, and because of the fact that very large 
bonuses were paid, along with the step-scale royalty on Government 
sales, it was thought it was equitable to the State of Wyoming to 
receive a more commensurate royalty rate than the 1214-percent rate 
ordinarily obtained under prospective leases; and if the field is cur- 
rently produced at the rate of a hundred barrels or less a day per 
well, then of course the royalty rate will be 1214 percent. 
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Senator O’Manongy. You speak of prospective leases; what do 
you mean by that? 

Mr. LaF etcue. Those are leases in which the oil or gas possibilities 
have not been definitely determined by discovery. 

Senator O’Manoney. The royalty rate under prospective leases is 
1214 percent ? 

Mr. LaF ricue. Yes, sir. 

Senator O’Manoney. From what you have said with respect to Salt 
Creek and Elk Basin, I take it that the State reserves the right 
to charge a higher rate on the newer leases, when the lands to be leased 
are wthin a known producing area? 

Mr. LaF ercue. That’s right; when the lease expires the matter is 
entirely open, at the disposition of the Board of Land Commissioners 
as to what 1s the most favorable and equitable arrangement that may 
be made in regard to rentals, royalties, and other terms and conditions 
of the lease. 

Senator O’Manoney. Are you familiar, Mr. LaFleiche, with the 
royalties paid in other States ? 

Mr. LaF etcrz. Indirectly; not recently as a matter of practical 
experience. My information on royalties in other States is gained 
from press accounts and from conversations with oil men and operators 
in the various areas. 


ROYALTY RATES IN OTHER STATES 


Senator O’Manoney. What is your information with respect tc 
royalties and royalty rates, let us say, in California? 

Mr. LaF etcure. My understanding is that the prevailing royalty 
rate in California is 1624 percent. 

Senator O’Maroney. On public lands, private lands, or 

Mr. LaF .etcnr. That is on private lands; yes. <A great portion 
of the productive area of California is privately owned. There are 
Government lands, of course, and State lands. I’m not familiar with 
their State set-up there, but the prevailing rate in California under 
leases'on fee lands or privately owned lands, is 1624 percent. That’s 
the information I have, Senator. 

Senator O’Manonry. Does the Rocky Mountain Oil and Gas Asso- 
ciation, Mr. Healy, have any records of the State royalties charged 
in the public lands States? 

Mr. Heaty. I do not believe we do, Senator; I think we’ve had some 
statements made as to royalties charged by the States of Colorado, 
Wyoming, and Montana; possibly Utah, which is covered by the asso- 
ciation, and I believe some statement was made as to the royalty rate 
in New Mexico, but it’s not a part of our records and I really can’t 
answer what those rates are. Iam of the impression that Colorado is 
121/,, and I believe that’s true of New Mexico, but I’m not sure of 
that. 

Senator O’Manonry. Have you made a study of the rates charged 
by other public land States, Mr. LaF leiche? 

Mr. LaF etcue. No; I have made no study of that, Senator. 

Congressman Barrett. Mr. Healy, I understand the Ohio Oil Co. 
is interested in production in California, as well as in Wyoming and 
in the Rocky Mountain area. I should like to ask you if conditions 
are comparable, so it would be fair to compare royalties paid in 
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California, with those paid in Wyoming or in the Rocky Mountain 
area ? : 

Mr. Hearty. My judgment, Mr. Barrett, is that they are not com- 
parable, for this reason: that while they drill to a considerable depth 
in California, perhaps in some instances considerably deeper than in 
the Rocky Mountain area, drilling is much easier. 

We are constantly under some attack from our home office by rea- 
son of the fact that drilling costs in the Rocky Mountain region are 
higher than in any other place where the company operates, and we 
do our best to hold down those costs. The rocks are harder here; 
I think in California you might be able to sink a hole at the rate 
of 500 to a thousand feet a day, and drill wells to depths in the 
California region for a much lower cost for that reason. : 

Then as I understand it, and I’m not too familiar with California, 
in the producing zones in California, you may have a producing zone 
of 500 feet or more, and in the Rocky Mountain area sometimes. we 
have a producing zone of just a few feet. Consequently, your re- 
serves are much less and the amount of your production is much less. 

Congressman Barrett. That’s what I was interested in hearing 
Mr. Healy, because I had also heard they had producing sands there 
as thick as 600-feet, and so far as I have been able to learn, the 
thickest sands around our country have been 50 or 60 feet; is that 
about right ? 

Mr. Heary. I think that would be true on the average; I think 
I’ve been told that Rangely is rather large but that still doesn’t come 
up to some of the California zones which, I think, might even be a 
thousand feet thick. Generally speaking, I think their zones are much 
thicker there. | 


SECTION 36 IN SALT CREEK 


Senator Rosertson. Mr. Cullen, isn’t it a-fact that section 36 in 
Salt Creek is not comparable with any other section, school section, 
or school lands in the State? 

Mr. Cuuiten. I would say yes. 

Senator Ropertsn. In fact, section 36 is in the center of a highly 
‘productive oil—what was a highly productive area, and, naturally, 
was much more valuable than any other section in the State? 

Mr. Cutten. That’s right; Salt Creek is not comparable with any 
other producing field I know of unless it is East Texas. Salt Creek 
has been one of the most prolific fields in the United States. 

Congressman Barrett. I wanted to clarify one other point with 
reference to that, as I remember the situation, at the time this ex- 
cessive royalty of 65 percent was obtained on section 36 in Salt 
Creek, the section at that time had a large number of producing 
wells, and had produced a great quantity of oil. It was not com- 
parable in any way to leases on the public domain where the risk 
is extremely uncertain to say the least; is that not right ? 

Mr. CuLien. Section 36 had been fully developed at that time and 
the lease had expired, and it was then up to competitive bidding. 

Senator O’Manoney. I might remind you, Mr. Cullen, that there 
was a very competitive bidder from Oklahoma who was seeking that 
tract; and the lessee whose lease had expired was very fearful that he 
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might come in; and if he did come in on the State lease, he might very 
easily have drained the surrounding lands. 

Mr. Cutten. That is correct, Senator. 

Senator O’Manoney. Are there any other questions? We are very 
much indebted to you, Mr. Cullen. 

Congressman Barrett. Mr. Chairman, I was very much impressed 
with the statement made by Mr. Coleman, from Billings, Mont. I 
notice in the audience an attorney from Wyoming, who, I think, is 
as highly regarded in our State as Mr. Coleman is in Montana. I 
would like to take the liberty of asking Mr. Nichols to testify on the 
question of the options and other material and relevant matters, if he 
would, at this time. 

, Senator O’Manoney. Will you come forward, Mr. Nichols? 

Congressman Barrett. I thought you might make a statement with 
respect to conditions in Wyoming similar to that made by Mr. Cole- 
man, of Montana, aaah as your standing at the bar in Wyoming 
is just as high as Mr. Coleman’s 1s in Montana, and in my opinion they 
are both very high. 

Mr. Nicnots. Thank you. 


STATEMENT OF R. H. NICHOLS, ATTORNEY AT LAW, 
CASPER, WYO. 


_ Mr. Nicuots. Mr. Chairman, my name is R. H. Nichols. Ive lived 
and practiced law in Casper, Wyo., since 1912; with the exception of 
the first year, when I worked for French-Dutch interests, I have 
never been a full-time employee of any company or any client. A 
major portion of my time, Congressman Barrett, has been opposed 
to the interests of the major oil companies. I’ve listened to their 
representatives testify at this hearing, and with minor exceptions I’m 
in complete agreement with eae y all of the testimony I’ve heard 
excepting that of my good friend George Brimmer, of Cheyenne, on 
two points. 
AREA LIMITATION AND OPTIONS 


He recommended a definite limitation as to the time of options; 
and he suggested that options should not cover areas unless separated 
by at least 50 miles. So long as the Department exercises and retains 
discretionary control, I’m not in favor of either of his recommenda- 
tions. 

I’ve decided that lay-out must be divided three ways; if there is 
any separation it merely is by a physical saddle; and a limitation by 
mileage between two prospective areas, until they have been deter- 
mined by actual drilling, would be completely unfair to the operating 
company, and in that respect, unfair to the people for whom I work, 
who are the little fellows in the oil game. 

I’m opposed to any limitation between structures or a limitation on 
acreage by option except as that is within the discretionary control 
of the Department. - 

Senator O’Manoney. I did not understand Mr. Brimmer to recom- 
mend any limitation by structure; his point, as I understood it, was 
that in any particular area the option should be limited to 50,000 acres. 

Mr. Nicuots. Yes. 


DEVELOPMENT OF OIL AND GAS ON THE PUBLIC DOMAIN 85 


Senator O’Manoney. But that three such areas could be obtained 
within one State if the areas were separated by 50 miles. 

Mr. Nicuots. Then the area I have in mind would be completely 
barred by any such rule; because when we took it-up we thought it 
was all one structure, our geologists, or the geologists of the company 
that is working under options with us. 

Senator O’Manoney. The point is this with respect to that particu- 
lar area: not as to whether or not there were two structures, but whether 
it exceeds 50,000 acres. Does it? 

Mr. Nicuors. No; I understood George Brimmer to testify that if 
one company had by option or otherwise, control of one structure, it 
couldn’t in the same State have a similar situation on a different struc- 
ture, unless that structure was 50 miles from the first. 

Senator O’Manoney. No; hesaid nothing about structures; he spoke 
about blocks. 

Mr. Nicnots. Blocks or structures, in my mind, there is no dis- 
tinction. | 

Senator O’Manoney. There was a definite distinction in his mind. 
He spoke of a block as an area which had been blocked up by a lease- 
broker, regardless of the physical structure, so that under his theory 
if an option.embraced 50,000 acres the optionee would be entitled to 
select regardless of the number of structures that might be developed 
within the 50,000 acres. 

Mr. Nicuots. I do not so recall his testimony. 

Ptalras O’Manoney. That is what he had in mind, I can assure you 
of that. 

Mr. Nicnots. I don’t believe the department or the operator or the 
applicant for lease should be bound by any completely set distance 
limitation or acreage limitation. I think the time has gone, because 
our sheepherder structures in the Rocky Mountain area have all been 
explored. Geophysical work is expensive. As I said in my opening 
remarks, 90 percent of my time is with the so-called little fellow. 
Sometimes they’re lucky and get bigger, but whether they’re little or 
big now, so long as we can keep these Standard companies scrapping 
with each other, and that’s the reason I’ve been interested in listenin 
to limitations; for some reason or other, we can now get one Standar 
outfit to compete against the other. I am no longer so concerned about 
limitations so far as major oil companies are concerned. 

As to the option acreage limitation, Congressman Barrett, I do 
not see why the Department should have a bill which restricts its dis- 
cretionary authority. Senator O’Mahoney spoke in correction of one 
statement by Mr. Coleman—and incidentally I listened with great in- 
terest to Mr. Coleman’s testimony because it very thoroughly states 
my own eur there have been times that I have had to work for 
major oil companies in finishing out a take-over of a small inde- 
pendent. I’m now doing temporary work for a subsidiary of a major 
oil company, one of the most enjoyable employments that I have. 

Getting back to the statement that you asked, while perhaps normal 
limitation of option acreage would be wise in the public interest, I 
agree with you in your correction of Mr. Coleman, that so long as the 
Department contains the discretionary right to waive those lmita- 
tions, then I think the provision in the act is wise. I’m completely 
opposed to any physical distance limitation between structures under 
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one operating, exploratory control. I’m interested and a group of 
friends is interested in the western part of this State. 1 imagine that 
the situation there will run well over a hundred thousand acres, be- 
cause we couldn’t tell the company anything except “Here’s a start”; 
it’s all geophysical work. Geophysical crews are hard to get during 
wartime. That situation may improve. But unless and until it is 
changed, I think that taking these limitations and making them fixed 
or arbitrary in the bill should be waived in favor of elasticity in get- 
ting it into the departmental regulations. | 

Senator Rosertson. Then, for the sake of clearness, I would like to 
read into the record the suggested Brimmer amendment, which Mr. 
Nichols has referred to. 

Senator O’Manoney. Yes; very good. 

Senator Ropertson. Line 25, page 10: 


Provided further, That no person, association, or corporation shall hold at one 
time such options of more than fifty thousand acres in any one block or more 
than three blocks, at least fifty miles apart, in any one State. 


That was Mr. Brimmer’s suggested amendment to this bill. 

Mr. Nicos. Do you believe, Senator Robertson, that under that 
amendment, my group could have under option to one operating 
outfit, three structures which were not separated by 10 miles in dis- 
tance between each ? 

Senator Ropertson. I don’t agree with the amendment, myself. 

Mr. Nicuoits. Am I putting the correct interpretation on his lan- 
guage; must there be that distance between them ? 

Senator Roperrson. That’s another question again. 

Mr, Nicuots. Well—— 

Senator Rosertrson. It is my opinion that you are putting the correct 
interpretation on it, and that they must be 50 miles apart in any one 
State. 

Senator O’Manoney. My understanding was that Mr. Brimmer 
stated specifically that he did not believe a block to mean a structure. 
The interpretation of his amendment depends wholly upon the defini- 
tion of the word “block”. If block means a structure, then, of course, 
you’re right; but if block does not mean a structure but means a con- 
colidated area, why, then, the number of structures within the block 
is immaterial. It is wholly a question of the definition of the word 
“block”; and I think those who listened yesterday will recall that I 
questioned Mr. Brimmer specifically about the vagueness of that word 
“block,” and he said it ought. to be clarified. 

Mr. Enetsrern. If “block” is retained in the bill, don’t you think 
it ought to be precisely defined ? 

Senator O’Manoney. Oh, of course. 

Congressman Barrert. As I understand you, Mr. Nichols, you think 
that the amendment proposed by Mr. Brimmer to limit the blocks 
to three in a State with the further provision that they must be sepa- 
rated by 50 miles, is unworkable and will operate against the small 
producer and the broker, and also make interminable difficulties for 
the Department in the administration of that amendment? 

Mr. Nicuoxs. So long as the Department must retain final control 
of limitations. I’m opposed to any in the bill. 

Senator O’Manonry. Thank you, Mr. Nichols. The next witness, 
Nr. Nielson. 
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STATEMENT OF GLENN NIELSON, PRESIDENT, HUSKY REFINING 
CO., CODY, WYO. 


Mr. Nretson. Mr. Chairman, my name is Glenn Nielson, president 
of Husky Refining Co., a Wyoming corporation with headquarters 
at Cody, Wyo. I also believe that we qualify as an independent. 
I spent some time in securing information on various subjects related 
to the bill, but whenever I’ve taken exception to what has been said 
I’ve expressed my opinion. 

Rather than take too much time to comment again on these various 

points, I just want to go on record as endorsing the previous testi- 
mony, particularly the testimony from the legal committee of the 
Rocky Mountain Oil and Gas Association; and if we had had Mr. 
Coleman employed as our attorney, I don’t believe he could have 
done a better job of representing our opinion. 
_ When I testified before your committee previously in Washington 
we were conscious at that time of the shortage of petroleum products 
necessary for the prosecution of the war with Japan. Every refiner 
and every producer within the State of Wyoming and within the 
Rocky Mountain area was being called upon to produce more fuel 
oil, and still we weren’t producing sufficient to meet their require- 
ments. And even though that crisis 1s passed at this time, and we 
no whave sufficient crude for our needs, I think the reason why we 
are not prepared to meet that crisis is just as vital as ever, and the 
reasons that have been given here for changing some of those recula- 
tions on public-domain lands, I believe are just as valid now as they 
were prior to the conclusion of the war with Japan. , 


ROYALTIES 


There’s just one thought in favor of the flat 1214-percent royalty 
that has been referred to here quite uniformly, everyone has felt the 
sliding-scale royalty is an encouraging development. Being an in- 
tegrated company, as Mr. Brimmer referred to on yesterday, we’re 
conscious of the over-all operation. We have drilling rigs, we have 
a short pipe line, we have some trucks transporting crude, we have 
a refinery, we have some service stations; we’ve got all the headaches. 

We’re also conscious of all the taxes that each of these operations 
are paying, and we're conscious of the pay rolls that are going out 
to each field of endeavor. It’s my opinion that the 1214-percent 
royalty is perhaps the least revenue the citizens of the United States 
receive or are benefited by in the over-all picture, and if develop- 
ment is held up on public domaii lands because we have an exorbitant 
scale of royalties, then revenue from these other operations is also 
curtailed. 

I venture to suggest that if you’d look around this room and offer 
various operators of experience a flat 1214-percent overriding roy- 
alty on a structure, or 50 percent working interest, I venture to sug- 
gest the majority of operators would take the 1214-percent flat roy- 
alty. There’s no risk of capital involved, there’s no question of man- 
agement, there’s no hazards of the dry hole; it would be my opinion 
that a 50-percent ownership in public-domain lands should satisfy 
the needs and the interests of the citizens of the United States. I 
maintain that with a 1214-percent royalty, that the: Government has 


88 DEVELOPMENT OF OIL AND GAS ON THE PUBLIC DOMAIN 


the equivalent of a 50-percent working interest in the lease; if they 
were to assume the cost of operating, the cost of drilling and the haz- 
ards of the dry hole, the 1214 percent is just as much as if they owned 
a total of a 50-percent interest. I think that should be sufficient. 

I believe Senator O’Mahoney agrees with this, and I’d just like to 
quote from his radio address of March 25, with your permission. 

Senator O’Manoney. I think myself that was an excellent address. 
[ Laughter. ] 

Mr. Nietson. That’s why I’m quoting part of it, Senator, and I 
thought it should be in this record. Senator O’Mahoney in speaking of 
this particular bill he has introduced, said: | 

This principle may be laid down: It is the role of the Government to protect 
the public interest, to be sure, but the Government must not act as though it were 
a private proprietor, trying to drive a hard bargain with every lessee. Its policy 
should be to promote development, and therefore it should cooperate with the ex- 
plorer and the producer, rather than try to impede his operation. We must recog- 
nize the great value of the pioneer, the wildcatter; we must recognize the great 
contributions made by those who work out our plans for the development of new 
fields. We must recognize the responsibility of government to aid the oil indus- 
try; we must also recognize the necessity for coordination and cooperation 
among all elements in the industry, little and big, to advance the public inter- 
ests as well as their own. 

I think it was a very fine address. We’ve expressed previously our 
opinion of the Secretary setting an arbitrary price for crude. I will 
not reiterate. Mr. A. C. Mattei, who preceded me in Washington, 
stated that such expressions as “approved by the Secretary,” or “as 
the Secretary may determine,” or “when the Secretary may direct,” 
or similar expressions, sometimes using the word “lessor” in place of 
“Secretary” appears some 23 or 24 times in Federal leases. These 
provisions virtually place the Secretary of the Interior in possession 
of the capital of the lessee, to require it to be expended if he sees fit. 

I don’t think these points need any comment; and if I were going to 
make any comment at all about the rules and regulations governing 
public-domain leases, it would be that in the majority of cases they 
are operated wisely by those who are operating for the Government, 
or for the Secretary of the Interior. But these rights do stand as a 
threat, and indiscriminate use of these rights can result in a dis- 
advantage to the operator; or it can be used for discrimination against 
one operator. The very fact they are not used often should be sufficient 
reason to eliminate them. 


WYOMING FREIGHT RATES 


There’s another problem that to my mind is just as serious as any 
regulation confronting the public-domain-land operator. I think per- 
haps it’s behind a great many of the troubles. The State of Wyoming 
has not had advantageous freight rates. . We have found great difficul- 
ties at times, and have never been very successful in getting equalization 
of rates with other points. The rates into and out of the State of 
Wyoming on all oil products creates quite a handicap. 

Reference has been made to California. I’ve seen the time when 
the State of California shipped asphalt to Rock Springs cheaper than 
I could ship it from Cody to Rock Springs, Wyo. California 
has rates into points in the State of Colorado; and it has rates into 
Utah, where mileage distances are greater than our shipping distances 
but their freight rates are less. 
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INTERSTATE COMMERCE COMMISSION DECISION ON FREIGHT RATES 


On top of all that condition which has existed, and under the handi- 
cap the industry has still built up its position, and now we have another 
threat, and this one is serious. I refer to the Interstate Commerce de- 
cision in Docket 28706, which became effective July 31, 1944. This de- 
cision if allowed to stand as at present, will effectively eliminate the 
Rocky Mountain refiners of asphalt and fuel oil from 25 to 50 percent 
of the marketing area on which their business has been founded. 

We went back over the 8 years that we’ve been in business, and we 
found that the area to which I have referred, has consumed from 22 to 
over 50 percent of the total asphalt that we have produced at Cody. 
This is a 

Senator O’Manoney. You have referred to an Interstate Commerce 
Commission decision, Mr. Nielson ; what does it do ? 

Mr. Nietson. The effect of this document is to give to midcontinent 
shippers an advantage of 7 to 9 cents per hundredweight, less freight 
rates than had previously been in existence. | 

Senator O’Mahoney. In other words, it fixes rates on shipments in 
the Midcontinent field without disturbing rates from Wyoming? 

Mr. Nietson. That iscorrect. If you interpret that—— 

Senator O’Manoney. Were you represented at the time the ruling 
was under consideration ? 

Mr. Nietson. Yes, sir, we were represented. 

Senator O’Manoney. Was the case for Wyoming presented ? 

Mr. Nrezson. I wouldn’t say the case for Wyoming was effectively 
presented, or so effectively as it could have been, but there were no 
ratemen with whom I discussed this problem that thought for a moment 
the Interstate Commerce Commission could possibly put into effect 
the request that was being asked by Midcontinent shippers. 

The reason they thought that couldn’t be put into effect was the 
numerous decisions that had been made in past years, where the Com- 
mission stated unequivocably that this freight relationship should be 
maintained. For the purposes of the record I might just read here 
from a decision involving the Standard ‘Oil Company of Indiana v. 
The Chicago and North Western Railroad Company. (197 I. C. C. 325), 
wherein the Commission stated : 

There is as great a necessity for a close competitive adjustment between the 
Wyoming and Midcontinent fields, as there is between the various Midcontinent 
refining points; and all the cases dealing with rates from these two competing 
fields to western trunkline points, we have consistently stressed the importance 
of the establishment of an equitable relationship between the producing points. 

Again in a case between the White Eagle Oil Co— White Eagle Ou 
and Refining Company v. The Atchison, Topeka, and Santa Fe Rail- 
road (156 I. C. C. 51), cited Montan case (176 I. C. C. 707), the Com- 
mission stated : 

In all the cases dealing with rates in the Midcontinent field and from Wy- 
oming points to western trunkline points, we have consistently stated that the 
primary purpose was the establishment of an equitable relationship rather than 
the establishment of a maximum reasonable rate. 

The rates were established as of July 31, 1944, and every request that 
has been made by the railroads or the shippers or by other interested 
parties for its suspension, has been denied. 
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Congressman Barretr. I understand you, Mr. Nielson, to say be- 
cause of that decision of the Interstate Commerce Commission, pro- 
ducers, we’ll say of black oils in the Midcontinent area, Texas par- 
ticularly, has a 7- to 9-percent per hundredweight advantage over you 
in the competing markets along the Pacific coast? 

Mr. Nietson. They have a 7- to 9-cents per- hundredweight ad- 
vantage, which they did not er enjoy. 

Congressman Barrett. That is as to the crude or refined products? 

Mr. Nietson. That is as to refined products. 

Congressman Barret. Refined products only? 

Mr. Nretson. Yes, it refers specifically to asphalt, in which we, 
after all, are primarily interested. Wyoming has the finest asphalt 
fields, or just as fine—in case someone from California is here—as any 
place in the United States. 

Congressman Barretr. I am mindful of that fact. Id like to be 
certain about the situation. The effect of that decision then, is that a 
producer and refiner in Texas has a 7- to 9-cent per hundredweight less 
rate than you have from Cody, is that right ? 

Mr. Nietson. I believe I can answer your questions if I'll just pro- 
ceed with my testimony here and quote a table. I might also give you 
the history of how this was brought about. 

The longstanding rate relationship existing between the Wyoming 
and Midcontinent refiners was disrupted first in Docket 28106, which 
became effective June 11, 1941, but did not affect asphalt rates. Conse- 
quently, it was not seriously opposed. 

Then following that, the Commission gave the customary 80-percent 
relationship to asphalt products that exists at other points, and re- 
duced the asphalt rate last July 31 (1944). It didn’t affect us last 
year very seriously, because the Navy was calling for every drop of 
heavy fuel oil and light fuel oil that could be produced, and we were 
all doing our best to suppy that. 

But now when we go back into the competitve field again, we’ve 

ot this condition to meet. The points to which I refer are Sioux 
City, Iowa; Maurice, Iowa; Sheldon; Goodley; Mankato, Minn.— 
without repeating all of them I'll just state that in the States of 
Iowa, Minnesota, Wisconsin, Nebraska, and even part of the Dakotas 
are affected by this change. ‘Those areas are areas which have pre- 
viously consumed from 25 to 50 percent of our total production of 
asphalt in this intermountain area. 

Senator O’Manoney. Those are the consuming centers? 

Mr. Nieuson. Those are the consuming centers. 

Senator O’Manonry. Your testimony is that the effect. of these two 
orders is to give an advantage to shippers in the Midcontinent area 
over shippers from Wyoming and Montana? 

Mr. Nieuson. These particular examples that I have picked out 
here, previously had an average advantage of a half a cent per barrel. 
They have now an advantage of 714 cents per hundredweight—I’m 
going to take that back, let me correct that statement: They previ- 
ously had an advantage of only one-half a cent per hundredweight 
over Cody; today they have an average of 714 cents per hundred- 
weight advantage over Cody. If you translate that into cents per 
barrel, it’s 23.52 cents per barrel. It’s going to take more than the 
Secretary of the Interior to set a price for crude to enable us to pay 
a higher price for crude, if we have to ship against these conditions. 
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Senator O’Manoney. It occurs to me to suggest, Mr. Edelstein, 
that since the Department of: the Interior is interested on behalf of 
the public and on behalf of the Reclamation Service in royalty re- 
ceipts, it is therefore interested in the use and the sale of oils from 
the public-lands States at a proper price. 

Therefore, if there are any freight rates which operate to the dis- 
advantage of the United States as an owner of royalty interests, it 
would be proper for the Interior Department to at least advise itself 
of the conditions. I think it might be very well if the Interior De- 
partment of the Government would look into this condition which 
Mr. Nielson has described, because certainly when I get back to Wash- 
ington I shall make it a point to check on it myself; and if it should 
require legislation to equalize the condition between the public-lands 
States and the Midcontinent field, I should certainly be disposed to 
undertake that legislation. 

Mr. Evewsrern. This is all new to me, Senator, and I’m very vitally 
interested. I was wondering whether the interested parties were con- 
sidering review in the courts? Are you considering review in the 
courts of the decision of the Commission ¢ 

Mr. Nievson. That’s a rather hopeless procedure. 

Mr. Eprcsretn. Senator, we get different points of view; you re- 
member yesterday there was considerable tendency to lack of confi- 
dence in the administrative branch of the Government; today they 
shift to the judicial. Or shall I say both the judicial and the admin- 
istrative? 

Mr. Niextson. I don’t want to be misunderstood; let me explain. 
that statement: This differential which runs as high as 9 cents; and 
if it were 9 cents it would be 30.24 cents per barrel discrimination 
against this area. It is already in effect. It was put into effect in 
opposition to the best attorneys of the Northern Pacific, the Great 
Northern, the Burlington, and I believe the Chicago & North Western 
also participated. We had representatives there, but all rate men, 
some of the best rate attorneys I could consult, felt there was no 
justification or no basis the Commission could assume to establish 
these differentials between the midcontinent and southern shippers, 
but they're there now, and they’re in effect. If we had to go to the 
courts to seek relief, we would have 2 or 3 years that could be drawn 
out in fighting it back and forth, which is the reason that prompted 
me to say it was a hopeless procedure, because by that time we would 
have lost our market. Husky Refining Co. can’t sit at Cody for 
2 years and carry on their pay roll without markets to sustain it. 

Congressman Barrett. Could you tell us briefly, what was the basis 
on which the Interstate Commerce Commission made such a decision ? 

Mr. Nievson. No; I don’t believe I am sufficient of a rate man to 
tell you. It is my understanding that the light-oil rate, which was 
put in originally in 1941, was put in with reference to truck-compelled, 
or pipe-line-compelled, or barge-line-compelled rates, but asphalt does 
not move through pipe lines or trucks or barges, and no one thought | 
for a moment that asphalt would receive the same treatment. 

However. there is a rate man in the audience, Mr. Prickett, of the 
Wasatch Oil & Refining Co., who has been active in rate making for 


a great many years, and I’m sure he could explain any of these 
technical points. 7 
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I referred yesterday to the operating margin one refinery had of 
28.82 cents per barrel, which I think will at a glance, show anyone 
how serious this problem is. The railroads have recognized the seri- 
ousness of this problem, that serve the West, and they have prepared 
for publication a set of rates, attempting to restore in pee 
don’t restore in entirety—the relationship that previously existed. 
In fact, where it was a half a cent differential before, it is as much 
as 21% cents per hundredweight differential, even in the proposed 
rates. These rates will be filed September 5, 1945, this year. At the 
time they are filed the midcontinent and Tulsa shippers will be given 
10 days in which to ask for suspension of these new rates which the 
railroads are willing to grant to this area. 

We know and have been informed in advance, rather than know- 
ing, that the request for suspension of these rates will be made, and 
unless the Commission denies that request for suspension, our only 
alternative will be to fight the matter through the courts, which may 
be a long-drawn-out period of 2 or 3 years. 

Senator O’Manoney. The railroads are offering rates which will 
be competitive, and to the advantage of this area? 

Mr. Nrevson. Yes; that is correct. 

Senator O’Manoney. The danger you apprehend is that the Inter- 
state Commerce Commission may deny to the railroads the privilege 
of putting into effect these adjusted rates, which would equalize the 
freight-rate cost from Wyoming and Montana with the midcontinent; 
is that right? 

Mr. Ntetson. That is correct except they would only tend to restore 
the previous relationship. There would still be some difference more 
than there was previously, but it is the best these shippers feel they 
can ask for. 

nee O’Manoney. The petition will be filed on September 5, 
1945 ¢ 

Mr. Nigetson. September 5, that is right. 

Seantor O’Manoney. Then it will be sometime before it will be 
decided ? . 

Mr. Niretson. It will become effective by September 15, unless the 
commission grants a suspension, by the midcontinent shippers. 

Senator O’Manoney. A suspension order. 

Mr. Niexson. But the commission refused all of our requests for 
suspension of the asphalt rates that went into effect July 31, 1944, 
so it is quite possible they may stand by their previous decision and 
grant suspension to the midcontinent. 

We feel our only hope is in our representatives in the Senate 
and House, to keep these rates in effect that will be published on 
September 5. 

enator O’Manoney. If you will give us the full information on 
the rates, I’m sure the delegation will be glad to do its part. 

Mr. Nietson. We appreciate that very much. I just want to say for 
purpose of the record that it has been a pleasure for me and a privilege 
to be here and meet again the members of the committee, and I would 
like to tell others here that ’m rather proud of Wyoming’s representa- 
tion. I’m more than pleased with the weight they carry with the 
petri departments of the Government with which I have been 

ealing. 

Senator O’Manoney. You’re very kind, I’m sure. 
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Senator Ropertson. May I say one word with regard to the Husky 
Refining Co., and without in any way underestimating the wonderful 
contribution of the majors and the smaller companies in the oil busi- 
ness. I would like to say for the record that the contribution of the 
Husky Refining Co. in supplying our fleet in the Pacific with such a 
large proportion of the fuel oil used, and also sending of many, many 
thousands and thousands of barrels of asphalt for the runways on 
Guam, Saipan, Iwo Jima, and Okinawa, all from northwest Wyoming, 
is a matter of great gratification to the people of northwest Wyoming 
and I think the whole of Wyoming. We feel in Husky we have a great 
asset in that part of the State. 

Senator O’Manoney. I’m glad you made that statement, Senator. 


STATEMENT OF E. W. KRAMPERT, CONSULTING GEOLOGIST, 
CASPER, WYO. 


Mr. Krampert. Mr. Chairman, my name is E. W. Krampert. I 
reside in Casper, Wyo. I am a consulting geologist. I have lived 
in Wyoming since 1917, and have been engaged in geology all of 
that time. al of the time I worked for the Roxana Petroleum 
Co.; the Prairie Oil & Gas Co.; and the Superior Oil Co. of California. 
But since 1932 my time has been devoted almost entirely to consulting 
geology. Iam employed for the most part by the smaller, independ- 
ent companies. ; 

I have been asked to comment on the necessity for liberal provisions 
with respect to option agreements. Before I go to that I would hke 
is Eive the committee my opinion on royalties charged on the Federal 
ands. 

ROYALTIES 


I think that in order to promote development the royalties should 
be fixed. I don’t want to say what amount but the royalties should 
be fixed; get away from that step-scale and sliding-scale idea. As 
to the amount of the royalty, you’ve heard plenty of evidence that 
the going rate is about 1214 percent. In Wyoming, where our cost 
of development is much greater than in any other area, the freight 
rates are greater, we shouldn’t be charged royalties up to 32 percent.. 


OPTION AGREEMENTS AND ACREAGE LIMITATIONS 


That’s all I want to say on royalties. On the option agreements 
and the acreage limitations, I believe they should be unlimited; there 
should be no limitation whatsoever, except that the Department 
should exercise discretion. ' 

It is my belief that the reason for royalties greater than 1214 per- 
cent in the original Leasing Act, was not to promote development but 
to retard development in this Wyoming area or in the Rocky Mountain 
area, or in the public-lands States, in order to hold back reserves, 
because this is the only area in which the Federal Government has 
direct control. “3 

If we, want to promote development we should bring that royalty 
down to a fixed rate, and the Department may still control the de- 
velopment. If they want to retard they can do that by the acreage 
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limitation. In the future in Wyoming, as you have heard so many 
times before, all the easily found structures are already found and 
developed. The structures that are left are hard todetect. It’s going 
to take a lot of time, a lot of effort, and a lot of money to find new 
fields in the Rocky Mountain States. The rate at which those are 
found can be controlled by these limitations. It is no longer neces- 
sary to promote or retard development by the royalty method. I 
think it can be done by the amount of acreage that any individual or 
company can take for the purpose of development. 

It has always been my opinion that the revenue to the Government 
would be greatly increased by charging rentals on acreage held for 
development. If you want to favor the large companies put on a 
high rental rate; if you want to favor the smaller operators put on a 
lower rate. 

I think that’s all I need say. 
_ Senator O’Manonery. Any questions? Thank you very much, Mr. 
Krampert. Mr. Miller. , 


STATEMENT OF THOMAS 0. MILLER, ATTORNEY, LUSK, WYO. 


Mr. Mitier. Senator O’Mahoney, Senator Robertson, Congressman 
Barrett, my name is Thomas O. Miller, practicing law at Lusk, Wyo., 
and a native of Wyoming. Iam also vice president of the Henderson 
Producing Co.; president of Lusk Royalty Co., both Wyoming cor- 


porations. | 
FLAT 1214 PERCENT ROYALTY 


I’ve been interested for sometime, as the Senator knows, in flat roy- 
alty rates on Government lands. I think it would increase develop- 
ment in Wyoming. I think the bill of Senator O'Mahoney, which 
was enacted into law, making a flat of 1214 percent royalty on Gov- 
ernment lands during the emergency has done more to get development 
in Wyoming than any other single factor during this emergency. 

I want to show, for the record, what has happened the last 514 
years in Niobrara County, Wyo., wherein the Lance Creek oil field, 
the East Mule Creek field, and the West Mule Creek field lie. On fee 
lands, I mean patented lands, privately owned, and where leases, oil 
and gas leases have been recorded in the office of the county clerk of 
Niobrara County, Wyo., I had those records checked, and from 1940 
to the present time, in July 1945, there were 180 leases recorded. Of 
that 180 leases, 169 were at a flat 1214-percent royalty, and 6 others 
were at less than 1214-percent royalty. 

So that 175 out of 180 leases were at 1214-percent flat royalty or 
less. Only 5 leases recorded in Niobrara County have been more 
than 1214 percent. 

Congressman Barrett. Those figures then show that 175 leases on 
evened owned land since 1940 have been at the rate of 1214 percent 
or less § 

Mr. Mituer. Yes, sir. 

Mr. Epeistrern. Was there any other consideration, such as cash ? 

Mr. Mitter. Very little, Mr. Edelstein; I’ve checked also the con- 
siderations, cash considerations. Most of these leases were issued 
without any other consideration, some of them at 25 cents an acre; 
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some of them as high as $2 an acre, but no other consideration that 
I could determine, and I’ve been familiar with most of the leases that 
were issued. . , 

Mr. Epetste1n. Would the records show cash bonuses, for instance? 

Mr. Mitter. Yes—not altogether, but as I say, I’ve been familiar. 
with most of these leases and know the considerations. Most of them, 
if there was any consideration, were at the rate of 25 cents an acre; 
some of them as high as $2 an acre. 

That’s all I have to say, Senator; thank you. 

Senator O’Manoney. Are there any questions? | 

Congressman Barrerr. Mr. Miller, would you like to place that. 
tabulation in the record ? 

Mr. Minter. Congressman Barrett, Ill have to give you the com- 
pilation later. : , 

Senator O’Manoney. If you will have it typed and set up in such 
form as you desire and submit it to the committee, it will be incor- 
porated in the record. | | 

Mr. Mutter. J[’!l do that. 

Senator O’Manoney. Any other questions? Thank you very much, 
Mr. Miller. . 

(The tabulation referred to is as follows :) 


Chart showing royalty rates under oil and gas leases on private lands recorded 
an Niabrara County,. Wyo. 


Royalty rate (percent) 


Number 
Year of leases 
9 10 11% 1214 1344 15 16% 

T0480 oe oe ee ae ON reat 8 Weer ee een et Batata ee Leon Woes ae rates 
y | 27 5 eee aeRO ee nnn Ce eeaeaE RETR 7) Ml ae er ec eee a 1 1 26 1 3 ah eens 
N04 2 ee A NO asa eee ae eee ee DR Weiter | ote et ee 
10488 shee es cteetioe Bi ate ae nl arts et ah Pees, Sa Bi eee et ee oe ee: 
MOG oe ee Foe ee OF Weceetoss j EO] Peete cere ane eae Be le ole Meet 1 
1945.............- 2 Lee. 31 | i ene j ae eee oe | 1 | ener ERLE On] Le Reet 
Total. es 180 1 1 3 1 169 1 3 1 
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Out of the 180 leases more than 97 percent carry a royalty of 1214 percent or less. 


Senator O’Manoney. Mr. LaFleiche, you indicated you wanted to 
add a word or two. : 


ROYALTY RATES——-CALIFORNIA AND WYOMING 


Mr, LaF .eicue. Mr. Chairman, since I spoke a short time ago, Mr. 
Ball has handed me a communication in which he states that in Cali- 
fornia, since the depression, the tendency in California has been to 
reduce the royalty rates on patented lands down to 1214 percent. 
That is the tendency there at the present time. 

In addition to that, with respect to the leasing policy of the State 
of Wyoming as regards royalties, whereas the 1214-percent royalty 
rate prevails on prospecting leases, and also considering the fact there 
have in times past been royalty rates in excess of 1214 percent, it may 
be of interest to know that in the great majority of renewed operating 
leases, royalty rates have been reduced by the State of Wyoming com- 
mensurate with the nature of production. 
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We have quite a number of leases in the State in which we have 
reduced the royalty rates down to a statutory minimum of 5 percent, 
where production is marginal or stripper. We have other leases in 
which we have taken into consideration operating difficulties and depth 
of wells. For example, in the Badger Basin field in Park County in 
the northwestern part of Wyoming, drilling depths involved to the 

roducing zones are in excess of 8,000 feet, ranging from 8,200 to 8,700 

eet. On this State lease, the State reduced the royalty to 10 percent 
on petition of the operator. The State at all times tries to give 
equitable consideration to all of the operating factors involved in 
establishing royalty rates. 

I believe the operators have been appreciative of this fact. I have 
a communication here from Mr. Ralph K. Davies, Deputy Petroleum 
Administrator. With your permission, Senator, I would like to read 
that into the record. This arrived during my absence from the city. 
It is dated August 22, 1945. The telegram reads as follows: 


Taking into account developments since cessation of hostilities in the Pacific, 
which have resulted or will result in a net reduction in requirements for petro- 
leum products, the Petroleum Administration for War has made a preliminary 
forecast of the September demand for petroleum and its products. 

The Petroleum Administration desires to place at your disposal in the form 
of a recommendation the results of its caleulations. The total production of 
petroleum liquids in Wyoming, including but not limited to crude-oil condensates 
and natural gasoline, which the estimates indicate will be required to meet 
military and civilian demand, is 96,700 barrels daily of this amount. 

The crude-oil demand is estimated to be 93,200 barrels. For your further 
information, every effort is being made to stop by September 1, 1945, all coim- 
pensation payments which heretofore been paid on fuel oil moving out of 
Wyoming to the Pacific Northwest, where inadequate transportation facilities 
have necessitated such compensation arrangements on the basis of war necessity. 

Approximately 25,000 barrels daily of Navy special grade 2 fuel oil have been 
moving from Wyoming refineries to Seattle, Wash., on which compensation pay- 
ments will be stopped as soon as possible. 

Signed. RAtpy K. DavIEs, 
Deputy Petroleum Administrator. 

Our allowable as fixed by the Petroleum Administration for War for 
the month of August 1945, was in the amount of 121,700 barrels. Of 
this amount, appro 3,500 barreis is classified as condensate or 
natural gasoline. This will necessitate, of course, a considerable cut- 
back in the present rate of production, and is an important factor in 
the readjustment factor in Wyoming production that is necessitated by 
termination of the war. 

That’s all I have to say, thank you. . 

Senator O’Matoney. Is there any other person who desires to make 
any comment at this time? If not, this phase of the hearing will be 
closed. 

I may say in terminating the hearing, the committee is very much 
indebted to the Rocky Mountain Oil and Gas Association; to its legis- 
lative committee; to its officers, and particularly to its executive secre- 
tary, Mr. English, for the very efficient manner 1n which preparations 
for this hearing were carried out. 

We go from here to Denver, where, on Thursday and Friday of this 
week, opportunity will be extended for further discussion. It is the 
understanding of the chairman that witnesses will come to Denver, not 
only from Colorado but from New Mexico and possibly from other 


States. 
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I may say in closing, what I said at the opening, that one of the pur- 
poses of the Public Lands Committee in holding these hearings 1s to do 
what may be done to stimulate the development of petroleum in the 
public-lands States. Everybody who has any knowledge at all about 
what has happened during the war, realizes there has been too great a 
draft upon the petroleum resources of the United States. 

We know that we live in a mechanized age, that we are dependent for 
the development of the petroleum industry on petroleum and liquid 
fuels. We know that so much of our oil has been taken that we need 
new sources of oil. We need to promote the search for new reserves. 
JT think it will be the disposition of the Public Lands Committee of the 
Senate and the Public Lands Committee of the House, to do what may 
be done in that regard. 

What I say with respect to petroleum is true of all other minerals, 
The public-lands States still remain an area in which there are great 
natural resources, the potentialities of which have not at all been 
realized. I feel that the one great opportunity, the greatest opportu- 
nity, perhaps I should say, for the development in the future lies in 
these Western States. 

In the years before the war the proportion of the national income 
going to residents of the 11 so-called Western States, the public- 
lands States, was just about 11 percent. That has increased during the 
war to something more than 15 percent. We trust that it will not de- 
crease in the future. 

I believe the opportunity is here for a vast. increase; in other words, 
that. a greater, larger proportion of the commerce and industry of the 
United States can be carried on in these Western States, and that by 
cooperative action, by intelligent application to the problems as has 
been exemplified in these hearings, we can do much to bring about this 
increased development in this area. 

I thank you for your attention here and for the splendid presenta- 
tion that has been made by all of the witnesses. : 

The hearing is now adjourned. 

(Whereupon at 12.35 p. m., the committee adjourned, subject to the 
call of the Chair. ) 
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THURSDAY, AUGUST 30, 1945 


UNITED STATES SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON 
Pusiic Lanps AND SURVEYS, 
Denver, Colo. 


The subcommittee met, pursuant to notice, at 10:30 a. m. in room 
C, Cosmopolitan Hotel, Denver, Colo., Senator Joseph C. O’Mahoney 
presiding. 

Present: Senators Joseph C. O’Mahoney, Edwin C. Johnson of 
Colorado, and Edward V. Robertson of Wyoming, Congressman 
J. Edgar Chenoweth of Colorado. 

Also present: W. H. McMains, clerk of the Senate Committee on 
Public Lands and Surveys; H. J. Edelestein, Assistant Solicitor, De- 
partment of the Interior; Harold Duncan, United States Geological 
uy and Max Ball, representative, Petroleum Administration for 

ar. 

Senator O’Manoney. The committee will be in session. 

This is a meeting of a subcommittee of the Senate Committee on 
Public Lands to continue the consideration of 8S. 1236, a bill intro- 
duced by Senator Hatch and myself to amend the General Leasing Act. 


[S. 1236, 79th Cong., 1st sess. ] 


A BILL To promote the development of oil and gas on the public domain and on lands 
acquired for the Appalachian National Forest, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 1 of the Act approved 
February 25, 1920 (41 Stat. 437; U. S. C., title 30, sec. 181), as amended, is 
amended by striking out the words “lands acquired under the Act known as the 
Appalachian Forest Act, approved March 1, 1911, and”. 

Sec. 2. Sections 17, 27, 30, and 36, respectively, of the Act approved February 
25, 1920 (41 Stat. 437; U. S. C-., title 30, secs. 226, 184, 187, and 192), as amended, 
are amended to read as follows: . 

“Sec. 17. All lands subject to disposition under this Act which are known or 
believed to contain oil or gas deposits may be leased by the Secretary of the 
Interior. When the lands to be leased are within any known geological structure 
of a producing oil or gas field, they shall be leased to the highest responsible 
qualified bidder by competitive bidding under general regulations, in units of 
not exceeding six hundred and forty acres, which shall be as nearly compact in 
form as possible, and any lease so obtained shall be excepted in determining 
holdings or control under the acreage limitation provisions of any section of this 
Act. Such leases shall be for a period of ten years and so long thereafter as oil 
or gas is produced in paying quantities and shall be conditioned upon the payment 
by the lessee of such bonus aS may be accepted and of such royalty as may be 
fixed in the lease, which shall be not less than 1214 per centum in amount or value 
of the production. When the lands to be leased are not within any geological 
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structure of a producing oil or gas field, the person first making application for 
the lease who is qualified to hold a lease under this Act shall be entitled to a 
preference right over others to a lease of such lands without competitive bidding. 
Such leases shall be for a period of five years and so long thereafter as oil or 
_gas is produced in paying quantities and shall be conditioned upon the payment 
by the lessee of a royalty, in the case of oil, of 124% per centum in amount or 
value of the production when the said production does not exceed fifty oarrels per 
well per day for the calendar month and of not less than 12 lf per centum in amount 
or value of the production when the said production exceeds fifty barrels per 
well per day for the calendar month, and, in the case of gas, of 1214 per centum 
in amount or value of the production when the said production does not exceed 
five million cubic feet per well per day for the calendar month and, when the 
said production exceeds five million cubic feet per well per day for the calendar 
month, of not less than 1214 per centum in amount or value of the production: 
Provided, That upon the expiration of the initial five-year period of any such 
lease maintained in accordance with the applicable statutory requirements and 
regulations, the record title holder thereof shall be entitled to a preference right 
over others to a renewal of such lease for the same land for an additional period 
of five years and so long thereafter as oil or gas is produced in paying quantities, 
if application for such renewal shall be filed within 90 days prior to the date 
of expiration of the initial five-year period of such lease: Provided further, 
That such preference right shall not apply to lands which are within any known 
geological structure of a producing oil or gas field on the date of the filing of 
such application: And provided further, That only one such renewal may be 
granted. Any such lease which is not subject to renewal and upon which drill- 
ing operations are being conducted at the expiration of the term thereof shall 
continue in force and effect for a period of two years and so long thereafter as 
oil or gas is produced in paying quantities. 

“All leases issued under this section shall be conditioned upon the payment 
by the lessee in advance of a rental of not less than 25 cents per acre per annum 
or fraction thereof prior to discovery and of a minimum royalty of $1 per ucre 
payable at the expiration of each period of twelve full calendar months after 
discovery: Provided, That in case of lands not within any known geological 
structure of a producing oil or gas field the rentals for the second and third 
lease years shall be waived, unless a valuable deposit of oil or gas be sooner dis- 
covered : Provided further, That in the event the Secretary of the Interior shall 
direct or shall assent to the suspension of operations or of production of oi] or 
gas under any such lease, any payment of acreage rental, or of minimum royalty, 
as herein provided shall likewise be suspended during such period of suspension 
of operations or production, and such lease shall continue in effect after the 
expiration of the original term thereof for a period equal to such peviod of sus- 
pension and so long thereafter as oil or gas is produced in paying quantities: 
And provided further, That in the case of leases valuable only for the production 
of gas the Secretary of the Interior upon showing by the lessee that the lease 
cannot be successfully operated upon such rental, or minimum royalty, or upon 
the royalty provided in the lease, may waive, suspend, or reduce such rental or 
minimum royalty, or reduce such royalty. Upon the determination by the Sec- 
retary of the Interior that a new oil or gas field or deposit has been discovered 
after May 27, 1941, (a) by a well drilled within the boundaries of any lease re- 
quiring payment of royalty in excess of 1214 per centum, or (b) by a well drilled 
within two miles of the boundaries of any such lease, the cost of which shall have 
been contributed to by any lessee of the United States holding any such lease, 
or would have been contributed to by any such lessee of the United States 
had the well been nonproductive, the royalty obligation to the United States of 
the lessee who drilled such well, or who contributed or would have contributed 
to such well, shall be reduced, as to such new oil or gas field or deposit, to 
12%4 per centum in amount or value of the production for said leased lands 
if the well was drilled thereon, or for that portion of the leased lands deter- 
mined by the Secretary of the Interior to be equitably entitled thereto by virtue 
of such contribution or agreements to contribute. 

“The Secretary of the Interior, for the purpose of more properly conserving 
the oil or gas resources of any area, field, or pool, may require that leases here- 
after issued under any section of this Act be conditioned upon an agreernent 
by the lessee to operate, under such reasonable cooperative or unit plan for the 
development and operation of any such area, field, or pool, as said Secretary 
may determine to be practicable and necessary or advisable, which plan shall 
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adequately protect the rights of all parties in interest, including the United 
States: Provided, That all leases operated under such plan approved or pre- 
scribed by said Secretary shall be excepted in determining holdings or control 
under the provisions of any section of this Act. 

‘(Leases issued for a term of twenty years pursuant to this Act shall continue 
in force and effect in accordance with the terms of such leases and the laws 
under which issued: Provided, That any such lease that has become the subject 
of a cooperative or unit plan of development or operation, or other plan for the 
conservation of the oil and gas of a single area, field, or pool, which plan has the 
approval of the Secretary of the department or departments having jurisdiction 
over the Government lands included in said plan as necessary or convenient in 
the public interest, shall continue in force beyond said period of twenty years 
until the termination of such plan: And provided further, That said Secretary 
or Secretaries shall report all leases so continued to Congress at the beginning 
of its next regular session after the date of such continuance. 

“Any cooperative or unit plan of development and operation, which includes 
lands owned by the United States, may, in the discretion of the Secretary of 
the department or departments having jurisdiction over such lands, contain 
a provision whereby authority is vested in such person, committee, or State or 
Federal officer or agency as may be designated in the plan to alter or modify 
from time to time the rate of prospecting and development and the quantity 
and rate of production under said plan. The Secretary of the Interior is au- 
thorized whenever he shall deem such action necessary or in the public interest, 
with the consent of lessee, by order to suspend or modify the drilling or pro- 
ducing requirements of any oil and gas lease not subject to such a cooperative 
or unit plan, and no tease shall be deemed to expire by reason of the suspension 
of production pursuant to any such order. 

“Whenever it appears to the Secretary of the Interior that wells drilled upun 
lands not owned by the United States are draining oil or gas from lands or 
deposits owned in whole or in part by the United States, including lands or de- 
posits made subject to the jurisdiction of the Secretary of the Interior by 
Executive order, the Secretary of the Interior is hereby authorized and em- 
powered to negotiate agreements whereby the United States or the United 
States and its permittees, lessees, or grantees shall be compensated for such 
drainage, such agreements to be made with the consent of the permittees and 
lessees affected thereby, and the payment of compensatory royalty under any 
such agreement shall continue in effect the term of any lease for which coimn- 
pensatory royalty is being paid for a period equal to the period during which 
such compensatory royalty is paid. 

‘‘Whenever the average daily production of the oil wells on an entire lease- 
hold or on any tract or portion thereof aggregated for royalty purposes shall 
not exceed ten barrels per well per day, or where the cost of production of 
oil or gas is such as to render further production economically impracticable 
the Secretary of the Interior, for the purpose of encouraging the greatest ulti- 
mate recovery of oil and in the interest of conservation of natural resources, 
is authorized to-reduce the royalty on future production when in his judgment 
the wells cannot be successfully operated upon the royalty fixed in the lease. 
The provision of this paragraph shall apply to all oil and gas leases issued 
under this Act, including those within an approved cooperative or unit plan of 
development and operation. 

"Any tease issued after August 21, 1935, under the provisions of this section, 
except those earned as a preference right as provided in section 14 hereof, 
shall be subject to cancellation by the Secretary of the Interior after thirty 
days’ notice upon the failure of the lessee to comply with any of the provisions 
of the lease, unless or until the land covered by any such leare is known to 
contain valuable deposits of oil or gas. Such notice in advance of cancellation 
shall be sent the lease owner by registered letter directed to the lease owner’s 
record post-office address, and in case such letter shall be returned as unde- 
livered, such notice shall also be posted for a period of thirty days in the United 
States Land Office for the district in which the land covered by such lease is 
situated, or in the event that there is no district land office for such leased land, 
then in the post office nearest such land. Leases covering lands known to con- 
tain valuable deposits of oil or gas shall be canceled only in the manner pro- 
vided in section 31 of this Act. 

“Sec. 27. No person, association, or corporation, except as herein provided, 
shall take or hold coal, phosphate, or sodium leases or permits during the life . 
of such leases or permits in any one State exceeding in aggregate acreage two 
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thousand five hundred and sixty acres for each of said minerals; no person, 
association, or corporation shall take or hold at one time oil or gas leases or 
permits exceeding in the aggregate fifteen thousand three hundred and sixty 
acres granted hereunder in any one State; and no person, association, pr corpo- 
ration shall take or hold at one time any interest or interests as a member of 
an association or associations or as a stockholder of a corporation or corpora- 
tions holding a lease or leases, permit or permits, under the provisions hereof, 
which, together with the area embraced in any direct holding of a lease or 
leases, permit or permits, under this Act, or which, together with any other in- 
terest or interests as a member of an association or associations or as a stock- 
holder of a corporation or corporations holding a lease or leases, permit or per- 
mits, under the provisions hereof for any kind of mineral leases hereunder, ex- 
ceeds in the aggregate an amount equivalent to the maximum number of acres 
of the respective kinds of minerals allowed to any one lessee or permitted under 
this Act. The interest of an optionee under an option to purchase or otherwise 
acquire one or more oil or gas leases, or any interest therein, when coupled 
with the express obligation to conduct geophysical examination of the leased 
land, shall not, prior to the exercise of such option, be a taking or holding under 
the acreage limitation provisions of any section of this Act: Provided, That no 
such option shall be entered into after June 1, 1945, for a period of more than 
two years in the aggregate without the prior approval of the Secretary of the 
Interior: Provided further, That no person, association, or corporation shail 
hold at one time such options of more than one hundred thousand acres in 
any one State. Any interests held in violation of this Act shall be forfeited to 
the United States by appropriate proceedings instituted by the Attorney General 
for that purpose in the United States district court for the district in which 
the property, or some part thereof, is located, except that any ownership or in- 
erest forbidden in this Act which may be acquired by descent, will, judgment, 
or decree may be held for two years and not longer after its acquisition: 
Provided further, That nothing herein contained shall be construed to limit 
sections 18, 18a, 19, and 22 or to prevent any number of lessees under the pro- 
visions of this Act from combining their several interests so far as may be 
necessary for the purposes of constructing and carrying on the business of a 
refinery, or of establishing and constructing as a common ecarrier a pipe line 
or lines of railroads to be operated and used by them jointly in the transporta- 
tion of oil from their several wells, or from the wells of other lessees under this 
Act, or the transportation of coal or to increase the acreage which may he 
acquired or held under section 17 of this Act: Provided further, That any com- 
bination for such purpose or purposes shall be subject to the approval of the 
Secretary of the Interior on application to him for permission to form the same: 
Provided further, That for the purpose of more properly conserving the natural 
resources of any single oil or gas pool or field, or area, or any part thereof, 
permittees and lessees thereof and their representatives may unite with each 
other or jointly or separately with others in collectively adopting and operating 
under a cooperative or unit plan of development or operation of said pool or 
field or area, or any part thereof, or of any well site or sites therein, whenever 
Getermined and certified by the Secretary of the Interior to be necessary or 
advisable in the public interest, and the Secretary of the Interior is thereunto 
authorized in his discretion, with the consent of the holders of leases or permits 
involved, to establish, alter, change, or revoke drilling, producing, and royalty 
requirements of such leases or permits, and to make such regulations with ref- 
erence to such leases and permits with like consent on the part of the lessee 
or lessees and permittees in connection with the instituton and operation of any 
such cooperative or unit plan as he may deem necessary or proper to secure the 
proper protection of such public interest: Provided further, That any lease which 
shall be eliminated from any such approved agreement or plan shall continue 
in effect for the original term thereof but for not less than two years, and so 
long thereafter as oil or gas is produced in paying quantities: Provided further, 
That the Secretary of the Interior is hereby authorized, on such conditions as 
he may prescribe, to approve operating, drilling, or development contracts made 
by one or more lessees in oil or gas leases, with one or more persons, asSocia- 
tions, or corporations, whenever in his discretion and regardless of acreage 
limitations, provided for in this Act, the conservation of natural products or the 
public convenience or necessity may require it or the interests of the United 
States may be best subserved thereby: Provided further, That except as herein 
provided, if any of the lands or deposits leased under the provisions of this Act 
shall be subleased, trusteed, possessed, or controlled by any device permanently, 
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temporarily, directly, indirectly, tacitly, or in any manner whatsoever, so that 
they form a part of or are in anywise controlled by any combination in the form 
of an unlawful trust, with the consent of the lessee, or form the subject of any 
contract or conspiracy in restraint of trade in the mining or selling of coal, 
phosphate, oil, oil shale, gas, or sodium entered into by the lessee, or any 
agreement or understanding, written, verbal, or otherwise, to which such lessce 
shall be a party, of which his or its output is to be or become the subject, 
to control the price or prices thereof or of any holding of such lands by any 
individual, partnership, association, corporation, or control in excess of the 
amounts of lands provided in this Act, the lease thereof shall be forfeited hy 
appropriate court proceedings: And provided further, That nothing in this Act 
shall be construed as affecting existing leases within the borders of the naval 
petroleum reserves or agreements concerning operations thereunder or ia rel:t- 
tion to the same, but the Secretary of the Navy is hereby authorized, with the 
consent of the President, to enter into agreements such as those provided for 
herein, which agreements shall not, unless expressed herein, operate to extend 
the term of any lease affected thereby. 

“Sec. 30. Subject to final approval by the Secretary, any lease issued under 
the authority of this Act may be assigned or subleased, in whole or in part, and 
any assignment or sublease when so approved shall take effect as of the date 
of filing in the proper land office of two original executed counterparts thereof 
together with any required bond and proof of the qualification under this Act of 
the assignee or sublessee to take or hold such lease. Until so approved, the 
assignor or sublessor and his surety, however, shall continue to be liable for 
the breach of any and all obligations as if no assignment or sublease had been 
executed; and, in the event that the Secretary for cause refuses to approve the 
assignment or sublease, the lessee and his surety shall remain liable for the 
continued performance of all of the terms and conditions of the lease. Any 
partial assignment of any lease shall segregate the assigned and retained por- 
tions thereof and, to the same extent as in the last preceding sentence provided, 
release and discharge the assignor from all obligations thereafter accruing with 
respect to the assigned’ lands; and such segregated leases shall continue in full 
force and effect for the term of the original llease but for not less than two 
years after the date of discovery of oil or gas in paying quantities upon any 
other segregated portion of the lands originally subject to such lease. The 
lessee under any lease issued under the. authority of this Act may at any time 
make written relinquishment of. all rights under such lease or of any legal 
subdivision of the area included within the lease upon payment of all accrued 
rentals and royalties and upon placing all wells on the lands to be relinquished 
in condition for suspension or abandonment and thereupon the lessee shall be 
released of all obligations thereafter accruing under said lease with respect to 
the lands relinquished, but no such relinquishment shall release the lessee, or 
the lessee’s bond, from any liability for breach of any obligation of the lease, 
ether than a drilling obligation, accrued at the date of the relinquishment. 
Each lease shall contain provisions for the purpose of insuring the exercise of 
reasonable diligence, skill, and care in the operation of said property; a provi- 
sion that such rules for the safety and welfare of the miners and for the pre- 
vention of undue waste as may be prescribed by said Secretary shall be ob- 
served, including a restriction of the workday to not exceeding eight hours in any 
one day for underground workers except in cases of emergency; provisions 
prohibiting the employment of any boy under the age of sixteen or the employ- 
ment of any girl or woman, without regard to age, in any mine below the sur- 
face; provisions securing the workmen complete freedom of purchase; provision 
requiring the payment of wages at least twice a month in lawful money of the 
United States, and providing proper rules and regulations to insure the fair 
and just weighing or measurement of the coal mined by each miner, and such 
other provisions as he may deem necessary to insure the sale of the production 
of such leased lands to the United States and to the public at reasonab'e prices, 
for the protection of the interests of the United States, for the prevention of 
monopoly, and for the safeguarding of the public welfare: Provided, That none 
of such provisions shall be in conflict with the laws of the State in which the 
leased property is situated. 

“Sec. 86. All royalty accruing to the United States under any oil or gas 
lease or permit under this Act on demand of the Secretary of the Interior shall 
be paid in oil or gas: Provided, That if the Secretary of the Interior shall not be 
satisfied with the market price of oil prevailing in the field he shall elect to 
take the oil royalty thereafter accruing in kind in lieu of in money. 
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“The Secretary of the Interior shall, from time to time, except whenever in 
his judgment it is desirable to retain the same for the use of the United States, 
offer for sale for such period as he may determine, upon notice and advertise- 
ment on sealed bids or at public auction, all royalty oil and gas which he has 
elected to take in kind. Such advertisement and sale shall reserve to the 
Secretary of the Interior the right to reject all bids whenever within his judg- 
ment the interest of the United States demands; and in cases where no satis- 
factory bid is received or where the accepted bidder fails to complete the pur- 
chase, or where the Secretary of the Interior shal] determine that it is unwise 
in the public interest to accept the offer of the highest bidder, the Secretary 
of the Interior, within his discretion, may readvertise such royalty for sale, or 
sell at private sale at not less than the market price for such period: Provided, 
however, That pending the making of a permanent contract for the sale of any 
royalty, oil, or gas as herein provided, the Secretary of the Interior may sell 
the current product at private sale, at not less than the market price: And 
provided further, That any royalty, oil, or gas may be sold at not less than 
the market price at private sale to any department or agency of the United 
States.” 

Sec. 3. The Act approved March 4, 1917 (39 Stat. 1150; U. S. G., title 16, 
sec. 520), insofar as inconsistent with this Act; the Act of July 8, 1940 (54 
Stat. 742; U. S. C., title 30, sec. 226a); and section 1 of the Act of July 29, 
1942 (56 Stat. 726; U. S. C., title 30, sec. 226b), as amended, are hereby re- 
pealed. 

Sec. 4. No repeal or amendment made by this Act shall affect any rights 
acquired under the law as it existed prior to such repeal or amendment, and 
such right shall be governed in all respects by such preexisting law. 

Senator O’Manonry. The first hearing was held, as most of you 
know, at Casper, Wyo., earlier in the week. This bill was introduced 
by Senator Hatch and myself for the purpose of affording a basis for 
discussion for the improvement of the administration of the General 
Leasing Act and to stimulate development upon the public domain. 

It is generally recognized that during the war we had to draw ex- 
cessively upon our reserves of petroleum and that it is highly desirable 
in the public interest that every effort be made to promote the search 
for new reserves of oil. 

The Nation faces the postwar period with a national debt of about 
$261,000,000,000, a tremendous sum, the magnitude of which is almost 
beyond the imagination. This national debt can be paid only by 
production. The Western States—the 11 public lands States—afford 
a great opportunity for the development of our natural resources; not 
petroleum alone but all other resources. There is opportunity here to 
promote reclamation, to create new communities, and to build up the 
West so that we may look forward to increased income among the 
people of this area, and, naturally, an increase in the national revenue. 

Anything that can be done to promote the cordial relations between 
the administrative branch of the Government and those who operate 
upon the public domain, of course, is highly beneficial. 

In the interest of expedition we called upon the Rocky Mountain 
Oil and Gas Association to organize the presentation of testimony at 
Casper and at this meeting. I understand that that has been done. 
list of names has been presented to me, consisting of 13 persons, who 
will testify. I will read that list: Warwick Downing, Arch Rowan, 
H. Leslie Parker, Dean Terrill, A. E. Johnson, C. P. Watson, Roland 
Rodman, Ben Parker, James Donoghue, Charles §. Hill, Hugh Saw- 
yers, F. M. Jacobson, and W. H. Ferguson. Are there any other per- 
sons who desire to present testimony with respect to the bill amend- 
ing the General Leasing Act? If there are, why of course the com- 


mittee will be very happy to hear them. 
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A transcript will be made of the proceedings. In due course that 
transcript will be printed by the Government Printing Office. Those 
of you who may desire copies in advance, however, may obtain them 
by leaving orders with the official reporter. 

1s there anybody in the group who desires to announce now an 1n- 
tention to testify beyond those whose names I have read? [No re- 
sponse. | - 

Senator O’Manoney. If not, we shall preen 

Mr. Downing, will you take the stand ¢ 


STATEMENT OF WARWICK M. DOWNING, ATTORNEY, AND DIREC- 
TOR, ROCKY MOUNTAIN OIL AND GAS ASSOCIATION, DENVER, 
COLO. . 


Mr. Downtnc. My name is Warwick M. Downing. I am a lawyer. 
I reside in Denver, Colo. I practice before the Interior Department. 
I have represented the Governors of Colorado as their representative 
since 1931, as a member of the Oil States Advisory Committee, the 
Interstate Oil Compact Commission, and the National Conference of 
Petroleum Regulatory Authorities set up by Secretary Ickes to advise: 
him concurrently with the Petroleum Industry War Council. I have 
been chairman of the Colorado Gas Conservation Commission since 
1931. Ihave served under five Colorado Governors, three Democrats 
and two Republicans. I am also vice president for Colorado of the 
Independent Petroleum Association of America, and am a director of 
the Rocky Mountain Oil and Gas Association. 

During these many years I have attended innumerable oil meetings 
all over the oil country, and made it my business to try to induce oil 
investment, principally by independents in the Rocky Mountain area. 
I think I know the effect of our public-land policies upon development. 

We must develop our public lands. I cannot overemphasize this 
statement, that it is more important than the peace treaty, and more 
important than the new world organization, that we keep America 
strong, so strong that no aggressor nation will attack us or attempt to 
destroy the peace of the world, and incidentally tell us that treaties 
are mere scraps of paper. | | 

Of paramount importance to accomplish this, we must develop and 
maintain within our own borders a petroleum supply adequate for 
peace and for war, and for any contingency. Every other principle 
must be subordinate to this. We must not take the slightest chance. 
It 1s safe policy to proceed upon the belief that our oil consumption 
will steadily increase after the war and to assume that it will con- 
stantly become more difficult and more costly to develop new reserves. 
It is better to be safe than sorry. As Secretary Ickes recently said, 
“A nation without oil is today defenseless.” As Secretary Chapman 
said during this hearing, “As a nation we are desperately in need of 
additional oil reserves in our own country.” As General Eisenhower 
recently said, “It isn’t enough that we devise every kind of interna- 
tional machinery to keep the peace, we must also be strong ourselves. 
Weakness cannot cooperate with anything. Only strength can co- 
operate.” This means that we must develop oil in America and not 
depend on oil in South America or Arabia, where it would be of no 
value whatever to us in case of aggression in the future. 
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The Interior Department contends that the public domain is being 
adequately and successfully developed under the present policies. 
This is its case before this committee. 


PUBLIC DOMAIN OIL LANDS IN WYOMING 


The testimony offered by the Department states that the total area 
of Wyoming is 97,548 square miles, that the possible oil area in the 
State is 40,500 square miles, but that within the possible oil area are 
only 7,222 square miles of public lands; in other words, that of the 
possible oil lands in the State of Wyoming, only 17.8 percent is public 
domain, and that inasmuch as 33 wildcat wells were drilled in 1944 
on public lands in Wyoming, and only 38 on private lands during the 
same period, therefore it 1s demonstrated conclusively and beyond 
question that the Interior Department is doing a satisfactory job in 
causing the development of the public lands. 

Our answer is, Where is there any proof that only 17.8 percent of 
the possible oil lands in Wyoming is on public domain and 82.2 per- 
cent on private lands? No figures or facts are given to support this 
idea. Yet the Interior Department presentation must stand or fall 
upon that percentage. 

I speak only of Wyoming, because New Mexico and Montana, the 
other principal Rocky Mountain States, have been covered by Messrs. 
Kelly and Jackson and others. 

If over 80 percent of Wyoming’s oil area is on private lands, and less 
than 20 percent on public lands, how comes it that in 1944 Wyoming 
oil production from private lands was 14,021,178 barrels, and from 
public lands 19,218,322 barrels? Also, why is it that from the be- 
ginning Wyoming public lands have produced far more oil than pri- 
vate lands? Why is it that the Wyoming public lands contain 64.1 
percent of the State’s oil reserves ? ; 

Why is it that of the 67 oil and gas fields in the State, 23 contain 
100 percent public land; that there are none that contain 100 percent 
private land; that there are only three substantial fields in the State, 
namely, Big Muddy, Byron, and Rock River, where private land covers 
as much as 80 percent of the field, and that nearly all the remaining 
fields are predominantly public land fields? 

These figures show that the public lands have always been far 
more productive of oil than privately owned lands. There is no rea- 
son why this same rule should not apply for the future. 

Of Wyoming’s total area, 51 percent is public land and the Govern- 
ment owns, by reservations, the oil and gas underlying 30 percent of 
the total area. It is practically impossible that the Government’s 
80 percent of the entire area, could furnish only 7,222 square miles of 
possible oil area out of 40,500 square miles. 

Let us consider some other facts. Mr. Duncan says, at transcript, 

age 1060, that admittedly the major public land States, including 

yoming, have been developed slowly. From January 1, 1936, down 
to the middle of 1948, 21,000 wildcat wells were drilled in the United 
States, but during that period only 26 wildcat wells to discover new 
oil fields were drilled on the public domain of Wyoming. | 

Until the Shannon discovery of the Tensleep on Thanksgiving Day, 
1942, the deadest place in America from the oil standpoint was Wyo- 
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ming—only 26 wildcat wells in 714 years. Not a single important 
discovery in more than two decades. For 5 years the Secretary prac- 
tically forbade any development work on the public domain. For 
many more years he has insisted that every lessee must agree to 
unitize his lease if required by the Secretary. 

This was particularly obnoxious to the great majority of small inde- 
pendents. The Shannon discovery, the biggest of the year and one of 
the two largest in America during the last 10 years, should have been 
followed by a surge of intense activity, especially by independents, as 
has occurred following every other large oil discovery in our history. 
Such activity should have been greatly increased by the patriotic 
motives of the entire industry during wartime, and by the use of so- 
called tax money. In 1944, the intangible development costs of the 
21 largest oil companies amounted to over $200,000,000. But what has 
actually happened since such discovery, that is, during 1943 and 1944? 


WYOMING OIL PRODUCTION—1942, 1943, 1944 
Wyoming’s public land production declined in 1944. The total pro- 
duction in Wyoming for the years 1942, 1943, and 1944 was as follows: 


Total in Wyoming rete taadee - 


Barre!s Barrels 


Coy en EE SO aE ene ECP Se ewe AA ene Brae i 32, 855, 825 19, 013, 964 
1049 sec och non ate pane ee nsec eset Eiko 34, 050, 858 21, 835, 979 
NOUR ee tne teas ee aoa ta as 33, 239, 500 19, 218, 322 


In this connection, it may be well to give the total production of 
Wyoming for the first summer week in 1942, 1943, 1944, 1945, and 
the total for such weeks for the United States. The figures are in 
barrels and are reported by the Oil and Gas Journal. 


Wyoming average! wnited States daily 


Week of— Pee aa roduction production for week 
DUNG 01042 oe ec eerie ce eg esL bee 96, 900 3, 623, 530 
Dine 6, 10488 oes nace pen cea. uauecceu tent cases 2 96, 880 3, 946, 595 
JUNC 3S: 1044 oes we are Be ee ee hea ce ie tues 83, 950 _ 4, 528, 250 
JUNC 01096 sooo tsoe ee eee Saat eek oon etl antes 100, 250 4, 851, 050 


Thus it will appear that in the 3-year period from June 1942 to 
June 1945, United States daily production increased practically 3314 
percent or 1,200,000 barrels daily. Whereas, during the same period, 
Wyoming production increased from approximately 97,000 barrels 
per day to 100,000 barrels per day, an increase of about 3 percent. 

When it is considered that all Wyoming wells in 1945 were pro- 
ducing at capacity and many were overproducing, and when it is 
considered that the Petroleum Administration for War had urgently 
requested that Wyoming increase its production 26,000 barrels per 
day, the figures really indicate a decline in production. These figures, 
of course, are for Wyoming as a whole, but it is believed that the 
proportion between production from private and State lands and 
Federal lands remains fairly constant. 
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WILDCAT WELLS 


In 1944, Mr. Duncan says (Duncan L. 1074), there were 33 wildcat 
wells on public lands in Wyoming and 38 on private lands. Con- 
sidering that in 1944 some 4,796 wildcat wells were drilled in the 
United States, and considering that 1.35 percent of the total United 
States production comes from the public lands of Wyoming, the 
number of wells on the public domain in Wyoming should have been 
65 wells instead of 33. 


TOTAL WELLS 


In 1944 there was a total of 166 wells drilled on the public domain 
in Wyoming, and 23,106 in the United States. To have kept pace 
with the average, Wyoming public lands should have had drilled 
312 wells as against 166. 


INTERIOR DEPARTMENT POLICIES 


Now, I don’t think this shows any very remarkable success under 
id ea policies of the Interior Department as respects public 

ands. 
- Wyoming, however, should have had more than theaverage. Shan- 
non made Wyoming what is known in the oil industry as a “hot 
spot.” Great activity should have followed. Major oil companies 
which have been sitting tight on structures for years and years, since 
then have been drilling to deeper sands. They are sending out their 
seismograph crews. But interest has been dwindling, owing to the 
lack of new important discoveries. The reason is that the wildcatter, 
the small independent, has been driven out of the State by Interior 
Department policies. Unless something is done to attract the inde- 
pendents, Wyoming will retrograde to her former inactive status. 
The “hot spot” is beginning to cool. 

H. D. Miser, at page 1166, lists 12 new fields d:scovered in Wyo- 
ming during 1944, of which 6 on the public domain were as follows: 
Bailey, Crooks Gap, East Lance Creek, Wagonhound, Half Moon, 
and Spence. He also lists 8 new productive zones discovered in 
1943 and 1944; of these 6 were on the public domain—Little Buffalo 
Basin, Garland, Big Sand Draw, Gebo, Spindletop, and South Ore- 
gon Basin. 

In 1943 there were two new fields discovered, Horse Creek and 
Wagonhound (Miser says Wagonhound discovered in 1944). 

The total production in 1944 of the 1943 new field discoveries 
amounted to 19,090 barrels. The total production in 1944 from the 
1944 discoveries amounted to 37,076 barrels, a trifle over 100 barrels 
a day. : 

During the 2 years the new field discoveries were comparatively 
insignificant. At most, there were three good but small fields— 
Bailey, Crooks Gap, and East Lance Creek, not sufficient to cause 
a ripple in any of the large oil-producing States. 

The discoveries of deeper pay zones in previously proven fields will 
show much better. But this should be credited to the work of years 
ago and not used to bolster any claim of good Interior Department 
policy in 1943-44. However, as we look back on oil history and re- 
member the tremendous volume of new oil found following each such 
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discovery as in Elk Basin, and compare this with the pitiable amount 
by comparison of new oil found in Wyoming, we are forced to the 
conclusion either that there is no more oil in Wyoming or that the 
Interior Department policies have retarded development. 7 

Perhaps the best proof of work undone in the State is the map 
recently published by the United States Geological Survey, a map of 
Wyoming showing oil and gas anticlinal axes. Parenthetically, this 
is a splendid job by the United States Geological Survey. In fact, 
the entire industry has nothing but praise for the technical and prac- 
tical work of the USGS. | 

This map shows approximately 214 anticlinal axes in the State. 
There are 67 oil or gas fields in the State and undoubtedly some fully 
tested structures. How many more anticlinal axes there are in the 
State not shown is a matter of speculation. An inspection of this map 
will show that there are perhaps not over 10 structures which have 
been fully tested. 

We have here a paradox—the USGS with the very highest skill and 
diligence preparing a map of extreme value to aid in the discovery of 
new oil and, on the other hand, the Interior Department policies which 
slam the door in the face of those most competent to discover new oil. 
In the light of this map, we must conclude that the lack of great new 
discoveries in Wyoming is not due to lack of opportunity but to In- 
‘terior Department policies. 


FAULT-CLOSED AND STRATIGRAPHIC STRUCTURES 


Of far greater importance, as showing the opportunity that exists in 
the State of Wyoming, and why the Federal Government should open 
wide the doors to the wildcatter. is the article by Pierre LaF leiche, 
State mineral supervisor of the State of Wyoming, published in the 
Oil Weekly of July 23, 1945, at page 47. I need not comment upon 
Mr. LaF leiche’s standing or his great ability. He tells us two things; 
first, that the fault-closed structure has received very little attention 
in Wyoming; and, second, that in Wyoming thus far only one field, the 
Osage field, a very small field, is of the stratigraphic type, and that 
little consideration has been given to the possibilities of such occur- 
rences. 

A very large share of the United States production comes from 
fault-closed and stratigraphic structures. Dr. DeGolyer declared that 
structures of these types are the hope for America. For illustration, 
the greatest oil field we have ever had, east Texas, is of the strati- 
graphic type. Yet of Wyoming’s total daily production, amounting to 
around 110,000 barrels a day, much less.than 500 barrels per day 
comes from stratigraphic or fault-closed structures. 

And in this same connection, we must remember that almost every 
one of Wyoming’s producing structures today were found and devel- 
oped, on partially developed, before the passage of the so-call Min- 
eral Leasing Act in 1920. It is significant that for a quarter of a cen- 
tury there has not been discovered in Wyoming an outstanding new oil 
or gas field. Five-sixths of Wyoming production today comes from 
fields discovered prior to the Leasing Act of 1920. 
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There is nowhere else in the world where Americans have a greater 
opportunity for new oil discoveries than the State of Wyoming. This 
committee will not listen with favor to any argument that Wyoming’s 
poor showing as an pee uene State is due to the fact that there 
is no more oil to be found. 


ROYALTY RATES AND LEASE FORMS 


The record shows room for great improvement. But of far greater 
unportance are two things which stand out prominently, and which 
cannot be disputed or minimized; first, that a high price defeats it- 
self—the law of diminishing returns—the law that a lower price brings 
greater volume and larger volume invariably makes greater dollar 
profit. It needs no figures or proof, only common sense, to show that 
the one-third royalty would greatly encourage development, and 
would produce more royalty dollars. 

Second, we have the opinion of everyone who knows anything about 
it (other than the Interior Department), namely, that development 
on the public lands has been greatly retarded because of the unreason- 
able royalty and the unfair lease form, and that if the public lands 
are to be developed, we must have the flat one-eighth royalty and a 
sensible lease. Every organization in America concerned with in- 
creased production from the public domain has passed a resolution 
demanding the flat one-eighth royalty on wildcat land, and demandin 
a fair lease form. A list of such bodies is as follows: Interstate O1 
Co. Commission, Legislature of Wyoming, Legislature of Colorado, 
Independent Petroleum Association of America of Petroleum Ad- 
ministration for War, New Mexico Oil and Gas Association, Petro- 
leum Industry War Council, National Conference of Petroleum Regu- 
latory Authorities, Rocky Mountain Oil and Gas Association. 

I have here those resolution of every one of those organizations, and 
I say that there is not a public official, not in the United States service 
or anyone connected with the oil industry or anyone who has given 
any thought to the matter in the entire Rocky Mountain region who 
supports the so-called step-scale royalty. I have talked with hun- 
dreds of small operators who have told me that they would not seargh 
for oil in Colorado and Wyoming because of the excessive royalty of 
the public domain and because of Interior Department policies. 

Let us speak gently. This record shows conclusively that there is 
room for improvement. We all fear and believe that during the 
postwar period, development on the public domain in the Rocky Moun- 
tain area will greatly decrease, unless present policies concerning the 
oil resources of the public domain be markedly changed. 

There never was a time when it was so essential for Government 
to wisely plan the future. While we temporarily have more gasoline 
than necessary, we must remember this situation is only temporary ; 
that we are greatly overproducing; that civilian demand will increase 
greatly within the next year, and that if we are to have the oil we 
need in the future, we must plan accordingly today. There is gen- 
erally a lag of 2 years between the time of startign oil operations 
and the production that should follow. 

The above figures prove the charges that the development of the 
public lands has been greatly retarded. Why? Let us again examine 
the record and discuss departmental policies. 
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RECORD AND POLICIES OF THE INTERIOR DEPARTMENT 


The record of the Department speaks for itself. This record has 
been made without regard to the personnel of Federal officers, and 
without regard to political parties. It commenced when Congress 
in 1920, by the passage of the so-called oil and gas-leasing bill, com- 
mitted the Interior Depacanent to the leasing policy. Although 
Congress, as a reward for discovery, fixed the royalty at 5 percent 
upon one-quarter of the acreage in each permit, the Interior Depart- 
ment was given discretion to fix royalties on the balance of the acre- 
age, and did so in 1920 in the following amounts: 


Percent 
Up to 20 barrels average per day per well__..._-_-_--------------------~- 12% 
Above 20 barrels and not more than 50 barrels____---_------_--_-------_-- 16% 
Above 50 barrels and not inore than 100 barrels_____-____-_--_____---_-_- 20 
Above 100 barrels and not more than 200 barrels___-_--__.__-__-__-__-_- 25 
Upon more than 200 barrels per day__-------------------_- Nn ere een eres 3314 


These extortionate royalties became a pattern for South American 
nations to follow, and have proved detrimental to all American na- 
tionals who have endeavored to discover oil in foreign lands. 

During the month of April 1929 the Secretary of the Interior arbi- 
trarily refused to issue any more prospecting permits on the public 
domain, and in effect suspended the act of Congress. At a later time, 
during June of 1934, the Interior Department, without notice, re- 
opened the public lands for entry to all first applicants, with the re- 
sult that the lucky ones who heard the news first grabbed the plums. 

The fundamental and departmental policy is the lease form. I have 
here the present form of oil and gas lease, as shown at page 6 in cir- 
cular No. 1386 of the regulations, approved May 7, 1936. Let this 
lease form speak for itself and let it demonstrate conclusively depart- 
mental policy. 

This lease form binds a lessee to pay rentals throughout the entire 
lease term, and under some circumstances he must post a $1,000 bond. 
If he wants to drill, he must post a $5,000 bond. The amount of this 
bond is excessive and an unnecessary burden on the average ea ea 
Both bonds require the bondsman to pay rentals throughout the lease 
term, if not paid by the lessee. All leases upon poe owned lands 
are upon the condition that the lessee either drills or pays rent, or 
his lease automatically terminates. 

Essentially, a lessee engages in a search for o11 which may become 
unpropitious at any moment, and the requirement of a provision in 
the lease and a bond to secure it, that the lessee must pay rentals for 
the full lease term, even though his well proves dry, is shocking to 
the oil industry. 

The first year’s rental, 50 cents an acre, is on the average greater 
than the value of the land. The rental applies even during the times 
wells are being drilled, a requirement startling to every oil operator. 

The royalty of one-eighth in respect to wildcat leases 1s almost 
universal in the oil industry except in portions of California, where 
the sands are extremely thick and productive. It is the royalty fixed 
for State leases by the Rocky Mountain public land States. No land- 
owner has the temerity to ask for more, and no self-respecting operator 
would give more, nor ask less. It is worth while to study the royalties 
that the Interior Department now demands, section 2 (ce). I will give 
a list of royalties, you all know, starting on 121% percent on a well of . 


112 DEVELOPMENT OF OIL AND GAS ON THE PUBLIC DOMAIN 


under 50 barrels, which is no well at all, and going up mighty fast 
until you reach 110 barrels when you have to pay 18 percent, and when 
you get up to 400 barrels it is 25 percent. 

Now, it has been said here that the average of all the royalties is 
1314 percent and why should the operators complain because we, 
the Government, want 1 percent more than the independents and 
everybody wants 1214 percent. In reply we say: If the difference 
is only 1 percent, why in hell don’t you C friendly and get it to us. 
Now the fact of the matter is that if you go out today and drill as 
I have been and paying part of the cost of the well that cost. $260,000 
and is over 8,000 feet deep and you ony get a 400-barrel well, it 
isn’t really commercial, and yet on that well you have to pay a royalty 
of nearly 22 percent. 

Now, that is one of the inequalities and wrongs which this Interior 
Department has been forcing upon us. 

When the average production for the calendar month in barrels 
per well is— 


Percent 
Not over 50 barrels, the royalty shall be_._-----_----___----_-___-_--_-_ 12% 
Between 50 and 60 barrels the royalty shall be__---____________-_-___ 13 
Between 60 and 70 barrels the royalty shall be--_--_______--__i.________ 14 
Between 70 and 80 barrels the royalty shall be_-___-__-_____________ 15 
Between 80 and 90 barrels the royalty shall be_--_--_--___---______-__-__ 16 
Between $0 and 110 barrels the royalty shall be_____-__-______-_________ 17 
Between 110 and 130 barels the royalty shall be___---.-____--__________ 18 
Between 130 and 150 barrels the royalty shall be_----__-________-_-______ 19 
Between 150 and 200 barrels the royalty shall be--_______--__-____-_____ 20 
Between 200 and 250 barrels the royalty shall be___-_----_..-__-.-______ 21 
Between 250 and 300 barrels the royalty shall be__------_--____.-_______ 22 
Between 300 and 350 barrels the royalty shall be___--_______-__-____-___ 23 
Between 350 and 400 barrels the royalty shall be__.--_____-_______-______ 24, 
Between 400 and over barrels the royalty shall be____--__---_______-____ 25 


The royalty on a 400 barrel well, a very small well, if the depth is 
7,000 feet or over, is practically 22 percent. 

The lease provisions give the Secretary powers of a czar. The 
lessee must agree, section 2 (c) 3, to drill and produce such wells as 
the Secretary of the Interior may require; section 2 (f) not to sell 
his own products to anyone except in accordance with a contract or 
other arrangement first approved by the Interior Department; section 
4, that the rate of prospecting and developing and the quantity and 
rate of production shall be subject to contro] in the public interest by 
the Secretary. 

The lessee, section 2 (p), cannot assign his lease or any part thereof 
or sublet any of the premises without permission of the Secretary. 
The lessee, section 2 (m), is required to conform not only to the present 
regulations, but to regulations thereafter adopted. The lessee, sec- 
tion 5, cannot even surrender his lease without the consent of the 
Interior Department. Not only may the Secretary refuse to permit 
surrender and claim rental for the full term, but he is given power to 
forfeit, section 7, not only the lease, but “all materials, tools, machin- 
ery, appliances, structures, equipment, and wells,” which thereupon 
become the property of the United States. 

In other words, the lessee is put in a strait-jacket; he must drill 
all wells required by the Secretary, but the Secretary may stop his 
drilling at any moment; he cannot produce against the wish of the 

Secretary; even after he has drilled a dry hole, he cannot surrender 
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his lease without consent, and unless he obtains such consent, must — 
continue to pay rentals; not only is he subject to the present harsh 
regulations, but the Secretary reserves the power to impose new regu- 
lations which are binding upon the leases. 

Any fair-minded man who knows the West knows that such a 
lease form is not only repugnant, but actually drives away the wild- 
catter or pioneer or the smaller operator from the public domain. 
Free-born American citizens will not sign such a lease. Too many 
of them say, “I refuse to be robbed and humiliated by my own Govern- 
ment.” I know this to be a fact, and I take it that no argument is. 
necessary here to show the harm of such a lease form. 

Furthermore, it is not in any respect necessary. Millions of land 
owners in America have been satisfied with the so-called “88 form,” 
almost universal in the oil industry, which has over many years been 
proven to be fair to the landowner and to the operator. 

There is no excuse for the excessively high royalty, the royalty 
graduated from 1214 to 25 percent. The universal royalty through- 
out the Rocky Mountain public-land States is one-eighth. The same 
is true throughout the midcontinent area. Even if a higher royalty 
were justified several years ago, such a royalty is indefensible 
now. 

It must be remembered that oil prices are only 63.9 percent of parity, 
while the average of all other commodities stands at 106 percent of 
parity, according to the United States Bureau of Labor Statistics. 
Finding costs have increased from 10 cents a barrel to 60 cents a 
barrel, and drilling costs and production costs have almost doubled. 

Furthermore, these royalties were fixed when the average depth of 
wells was about 3,000 feet and the cost of drilling about $35,000. Now 
it is necessary to drill wells, occasionally, to 15,000 feet and most of 
them to a depth of 7,000 or 8,000 feet at a cost for a 7,000- or 8,000-foot 
well of about $200,000. The Department in 1936 provided for auto- 
matic royalty reduction where the price of crude was under $1 a 
barrel. But the Interior Department shuts its eyes to this enormous 
increase in cost, and the necessity for deeper drilling, so that wells 
cost from two to five times more than formerly, and demands the 
same old unduly high royalties. 

Why will not the Department adjust the royalties to equalize the 
enormous increase in cost of drilling and operation? 

Many other examples of wrong policy might be given. One is the 
regulation that when a lessee sells a divided portion of his lease, 
in effect his one lease becomes two leases. This is something new 
and rather startling, not only to the oil industry, but to business gen- 
erally. This regulation destroys the method whereby the small op- 
erator very frequently finances his drilling. The favorite method of 
the small operator to raise money is to sell “spreads.” 

This means that he will drill a well upon a lease or tract and induce 
others to pay him definite sums of money for the assignment of des- 
ignated parts of his lease, such money to be paid upon completion 
of a well to an agreed depth. The small operator with these so-called 
bottom-hole contracts and his other money, can finance himself to 
pay a drilling contractor a definite sum when the hole reaches the 
required depth. But the ruling of the Interior Department prevents 
this and does so unnecessarily and without sufficient reason. It should 
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be the policy of the Department to encourage the small operator in 
every way possible. 

Department regulations, Circular 1504, forbids the assignment of 
any oil or gas lease which creates any overriding royalty in excess 
of 5 percent. It was stated that the purpose of this regulation was 
to prevent high overriding royalties; which might be prejudicial when 
well production dropped down to the stripper basis, a very worthy 
purpose. 

It is a blunderbuss regulation which has done infinite harm and 
very little good. Naturally the attorneys for the major 01] companies 
have not protested. They are on the lookout to buy out small opera- 
tors and are very happy indeed to find a limitation on the overriding 
royalty they may have to pay. On the other hand, this regulation is 
extremely prejudicial to the small operator. 

As an illustration, suppose a small operator spends $100,000 and 
finds a good well on his lease, but is unable to drill offset wells made 
necessary by major oil companies; therefore, he desires to sell and 
reserve a royalty. Prudent operators may be willing to give him an 
override royalty of 20 percent because of the value he has created. 
Yet under this regulation this has become definitely impossible, 

Department policy has unduly favored major oil companies. Its 
policy to centralize all matters requiring decision in Washington is 
distinctly harmful to the little fellows who cannot send able and per- 
suasive lawyers and agents to Washington. However, what the major 
oil company wants principally is a large acreage, small assembling 
cost, and the privilege of delaying operations for an indefinite time. 
‘It wants to build for the future, not only to tie up land indefinitely, 
but even after oil is found, to build up a future reserve. It has not 
been particularly interested in royalties, at least a high royalty is 
not nearly as imp >rtant as the other considerations, and, after all, 
‘a high royalty keeps away the competition of the small independent 
which for a long time was undesirable on the public lands. _Further- 
more, an excessive royalty may be absorbed in the profits of refining, 
pipe-line, and marketing departments. 

Furthermore, it is good technique in dealing with the Interior De- 
partment to pat its officials on the back concerning royalty, as a means 
of getting other concessions far more valuable. 

On the other hand, the small operator finds something he wants to 
drill; he wants to drill it speedily; he doesn’t know anything about 
a unit agreement, and hasn’t the money or the attorneys nor the time 
to wait to get one authorized; he doesn’t care about an immense acre- 
age; he doesn’t demand all the acreage on a structure; he finds a place 
he wishes to drill and ties up what land he can get. But what he is 
interested in above everything else is a fair royalty. He cannot or 
will not pay more than one-eighth. 

For illustration, Mr. Shannon’s great. discovery well was on a 
5-percent Government lease, and his entire acreage didn't cover one- 
third of the Elk Basin field. At the present time, I am sure the entire 
industry earnestly.favors the one-eighth royalty on the public domain 
and feels strongly that such royalty is necessary if the public domain 
is to be adequately developed. 

Let us also at this time examine the results under the O’Mahoney 
Act of December 24, 1942. The purpose of this law, as shown by its 
title, was “to encourage the discovery of oil and gas on the public 
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domain.” If the law had been construed liberally to promote its 
express purpose it would have proven of very great help. Instead, 
it was given a strict and narrow construction. The law says, in effect, 
that if the lessee discovers a new field or a new deposit of oil he shall 
be entitled to the one-eighth royalty. We all know what is meant by 
the term “new field.” In oil parlance, a “new oil deposit” is an oil 
deposit not known to exist ; in other words, oil in an unproven location. 

f the Interior Department had construed the act to mean every 
lessee who drills a well on an unproven location should have a one- 
eighth royalty, not only would the intent of the act have been carried 
out, but a great incentive to the wildcatter would have followed. 
Instead of this, the Department holds in effect that a new deposit 
means a new field. The only discovery that will be recognized is the 
discovery either of an entirely new structure or of a new horizon in 
an existing structure. There is no reward whatever to the wildcatter 
who extends the size of a field, perhaps tenfold, nor for any other 
type of wildcat well. Another harmful construction is that the De- 
partment says it will not determine anything in advance and that 
the lessee must drill his well without knowing whether he will be 
allowed the one-eighth royalty or not. 

According to the figures presented at page 1079, the total produc- 
tion in the United States to December 31, 1944, upon so-called dis- 
covery rate leases under the act of December 24, 1942, was 17,884 
barrels, equivalent in 2 years to one small well with 25-barrel-per-day 
capacity. 

y considered opinion is that the oil policies of the Interior De- 
partment are wrong. This is due primarily to the failure of the 
Department to follow the traditional American policy concerning 
public lands. 

The Department should remember the policies that have made 
our Nation great. Since the Revolution, pretty nearly all of the 
United States west of the Allegheny Mountains was originally public 
domain. Our public lands from the beginning have been administered 
on the basis of building up our country, giving encouragement to 
the pioneer, of developing our natural resources. Our public lands 
have been given free to the homesteader, which was advisable to pro- 
cure population. We gave large grants to the railroads, without 
which our Nation could never have become one and indivisible. We 
made grants to schools in order to encourage learning. We gave title 
at nominal cost to the prospector, who would discover minerals. If 
there had been a leasing policy such as we have endured in oil, we 
would not have been the Nation we are today. Like any other large 
landowner, the Government should always try to be a helpful, fair 
landlord. 

The Department has proceeded upon the theory that it must “pro- 
tect the interests of the United States,” which in practice means that 
the Department must be “rough and tough” and exact every possible 
penny from the man who wishes to develop the public domain. That 
spirit has done much to drive away the red-blooded pioneer. He be- 
heves that when he wants to drill a well to find oil, he is doing a dis- 
tinct public service, and is entitled to encouragement and to help. 
I cannot overemphasize the harm done in so many cases by this wrong 
policy of the Intericr Department. As a matter of fact, if an oper- 
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ator is willing to spend $100,000 to create for the Government a roy- 
alty estate, worth perhaps $5,000 an acre, out of land which prior to 
the well isn’t worth $1 per acre, he should be received as a worthy 
citizen and should be helped. As a matter of fact, it will be remem- 
bered that just about 2 years ago, Senator O’Mahoney was responsible 
for an increase of something like $250,000 to the Department, to be 
used for the purpose of aiding in the discovery of new oil. There is 
no more important duty of any Government: official than to give 
such encouragement. Not only should the Government give such 
encouragement from its own funds, but of greater importance, it 
should encourage private capital. It is well to remember that in 
case of doubt, the doubt should be resolved in favor of getting more 
development. 

This sentiment was never better expressed than by the great Sena- 
tor from Wyoming, the chairman of this committee, as follows: 

It is the role of Government to protect the public interest, to be sure, but the 
Government should not act as though it were a private proprietor trying to 
drive a hard bargain with every lessee. Its policy should be to promote develop- 
ment, and, therefore, it should cooperate with the explorer and the producer 
rather than try to impede his operations. 

We must recognize the great value of the pioneer—the wildcatter. We must 


recognize the great contribution made by those who work out plans for the 
development of new fields. 


WILDCAT DRILLING 


The Department should remember that the wildcatter is the in- 
dispensable man in the oi] business. Without new discovery, the oil 
industry would soon wither. Eighty-five percent of all our great oil 
discoveries have been made by small independents. The reason is 
well understood. It is just another case of the rule that when a 
man works for himself he works more efficiently. It is sometimes 
said that the wildcatter often drills wells because he doesn’t know 
any better. But it just happened that east Texas and west Texas, 
as well as many of the other big fields, were discovered by small in- 
dependent operators who drilled in areas condemned by geologists 
of major oil companies. The thousands of small independent op- 
erators operating throughout the oil country, except upon the public 
domain, have contributed more than any other factor to the discovery 
of the great oil fields of the Nation. In fact, in Wyoming, practically 
every oil or gas field in the State was discovered by a small operator. 

The wildcatter in the oil industry typifies, perhaps to a greater 
degree than any other kind of businessman, the spirit of the pioneer, 
resolute, determined, resourceful, always willing to develop something 
new, and essentially a man who will not endure regimentation in any 
form. Discovery of new oil fields requires more than the work of 
expensive seismograph crews, the payment of large salaries, and the 
lavish expenditure of money. 

It is estimated that there are perhaps eighteen to twenty thousand 
small independent oil operators, nearly all of whom are wildcatters. 
According to Mr. O. D. Judd, of the Office of Price Administration, 
the independents in 1941 drilled 83 percent of all the exploratory wells 
in the United States; in 1942, 78 percent; in 1943, 75 percent, and 
in 1944, 68 percent. 
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The Oil Weekly reports that in 1944, independent operators drilled 
2,686 exploratory wells, as compared to 1,267 for the majors, and 
also that in the first half of 1945, 23 major companies drilled 394 
strictly wildcat wells, whereas the smaller operators drilled 1,283 
strictly wildcat wells. 

We had great activity in Wyoming last summer, and this by large 
operators. It is said that at present 50 seismograph crews are at work. 
These large operators spent last year perhaps $4,000,000, mostly in 
highly technical and scientific work, to discover new oil fields. Never- 
theless, the fact remains that the great discovery which touched off 
all this activity was by’an independent who had not the aid of a 
seismograph. While there is no desire to minimize the value of the 
seismograph, we must also look to the small operator as indispensable 
in the discovery of new,sources of supply. 

While we should encourage the large operator on the public domain, 
we should not slap the small operators in the face and tell them they 
are not wanted. They not only drill wells, but they do the preliminary 
work for the large operators, discover structures, geologize large 
areas, assemble acreage, and persuade, push, or force the large oper- 
ators into drilling wildcat wells. 

Instead of regimentation, we must develop private enterprise. 
Without disparagement to the magnificent work of the major oil 
companies during the war, and without questioning the superior abil- 
ity of their organizations to refine and market, the small independent 
operator, particularly on the public lands, is the essential man, if we 
are to develop in our country the oi] needed for our self-preservation. 

The Department should remember that it is a trustee for the people 
of the public-land States, and that 90 percent of the income from 
the public lands goes to the public-land States, either, directly to the 
particular State or in the form of appropriations to the reclamation 
fund. In all judicial tribunals, and in all common sense, the trustee 
should give due heed to the wishes of the beneficiaries. The people of 
the public-land States are represented directly by their Senators and 
Congressmen. Therefore, the Department should not only consult our 
Senators and Congressmen, but should accept their advice, and their 
wishes should have consideration and respect. 

Reference should also be made to the delays, uncertainties, and 
changes of policy in the administration of the public lands. There 
has been entirely too much theory rather than good oil sense. On the 
other hand, I can personally testify to the excellent work being done 
by the subordinate officials and employees of the General Land Office 
and of the United States Geological Survey. I might mention David 
Joel Wolfsohn and L. E. Hoffmann of the General Land Office. 

I also take pleasure in giving credit to Mr. Duncan for his splendid 
work in inducing the OPA to give us higher price ceilings and in 
getting for us subsidies to equalize transportation costs. And let me 
also suggest the Interior Department should do more work of this type. 
It should spend its time and energy in finding new ways to promote 
development. 


FREIGHT RATES 
As an illustration, we are faced immediately with the question of 


freight rates. Freight rates can do as much harm as excessive royalty. 
We all hope the Department will be as vigorous in protecting the Rocky 
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Mountain area from freight discriminations as in respect to ceiling 
prices and transportation subsidies. 

If the Interior Department would only understand how ‘much help 
it can give and how much harm it has done and can do, the result would 
be that we would develop the Rocky Mountain area as never before 
thought possible. 

In this connection it must be remembered that the Secretary said of 
the act of 1935: 


The act of August 21, 1935, is a conservation measure. Under this act no 
special inducements are offered to prospect and produce from the public lands. 
* * * 2 


If we are to have any change of the law, it should follow the title 
of the O’Mahoney Act of 1942, “To encourage the discovery of oil and 
gas on the public domain.” ; 

I feel that the future of America to a large extent depends upon the 
' adequate development of the public domain for oil or gas. We feel 
that the public domain has rfot been adequately prospected. Real de- 
velopment has hardly started. In recent years, the science of findin 
new oil has progressed at a tremendous rate. These new methods 0 
finding oil have not been adapted to conditions in the Rocky Mountain 
area. It is the opinion of many able geologists that the Rocky Moun- 
tain area if adequately developed, would produce exceedingly large 
new oil fields. I have referred to Pierre faFleiche’s statement that 
there has not been any effort to discover in Wyoming fault-closed and 
stratigraphic structures. There is hardly a known structure in this 
area except upon the public lands, or on structures of which the public 
lands form a part. 


IMPROVE PUBLIC-LAND POLICIES 


Therefore, public-land policy is all important. Texas, California, 
and the Midcontinent have been studied, exploited, and developed by 
the very latest scientific methods. Wells have been drilled nearly 3 
miles deep. Given proper encouragement to the public-land States, the 
same methods will increase wildcat drilling tenfold, and on the whole. 
such drilling is certain to produce the most favorable results. - 

The total area of our public lands in the States of our Union is 267,- 
- 000,000 acres, an area much larger than all of Texas. The public lands 
of Colorado, Montana, New Mexico, and Wyoming amount to at least 
60,000 square miles. The total possible oil area in the continental 
United States is said to be 877,000 square miles. See Possible Future 
Oil Provinces of the United States and Canada, a report by the Amer- 
ican Association of Petroleum Geologists. If from the said total area 
be deducted the areas in the States which have no present oil produc- 
tion, North Dakota, South Dakota, Georgia, Alabama, and Florida, 
11 percent of the possible oil territory of the United States is in 
Wyoming, and 47 percent is in the four States of New Mexico, 
Wyoming, Montana, and Colorado. Why this discrimination against 
the good people of these four States? Why should not their petroleum 
reserves be developed as in other States ? 

Reference should be made to the argument by some persons that we 
should use foreign oil while it is cheap, and save our American oil 
for the future. Oilmen know this is impossible. If we let the Ameri- 
can industry stagnate, we destroy for years to come the possibility of 
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making new discoveries and reviving the industry. So far as the 
oil reserves are concerned, they cannot be locked up 1n a storage plant, 
ready for use in the future. An oil reserve that is not being utilized, 
deteriorates very rapidly. 

More specifically, we must keep alive and prosperous that section of 
the oil industry which has to do with the discovery of new oil. These 
wildcatters must have a market and an adequate price and localities 
such as the public lands, where they may carry on their explorations. 
With them, of course, are the drilling contractors, their technical men, 
their employees, and their drilling equipment. If anything is done 
to stem the constant forward progress of these organizations, they will 
quickly fall apart and cannot be renewed, at least not for years. As to 
oi] reserves, they are very different than agricultural land. You may 
leave a field fallow for over a year or a century, and when you come 
back it is better than it was before, but if you close down wells and stop 
the flow of oil underground the:oil passages underground clog and 
you ordinarily bring about results that prevent the resumption of the 
flow, and destroy largely, and in many cases completely, the petroleum 
reserve underground. 


SUMMARY OF S. 1236 


This is my summary of the present bill as in the present form: 

First, it gives the major 011 companies their most important objec- 
tive, the enlargement of acreage limitation, and even permits options 
up to 100,000 acres in each State. The importance of this to the major 
oil companies is ath obvious; of what good is lower royalty if 
you cannot get more land ¢ 

While favoring the major oil companies, it denies to the small 
operator the provisions they must have if they are to develop the 
public domain, namely; 3 

(a) A royalty of one-eighth. This is a prerequisite with the inde- 
pendent and is being favored by the major oil companies; in fact, the 
oil industry is a unit in the belief that the one-eighth royalty on our 
public domain, especially since the termination of the war, is essential 
to national safety and wellbeing. 

(6) A modification of the lease form. This is earnestly desired by 
small operators. While favored by the majors, it is not particularly 
important to them, as they are well represented before the Depart- 
ee by able attorneys, and know how to get along with Departmental 
officials. 

(c) It fails to provide that assignment shall be valid without the 
approval of the Secretary. 

(dz) The bill does not overrule the regulation forbidding assign- 
ments if thereby an overriding royalty in excess of five percent is 
created. 

(e) The bill ratifies and perpetuates the departmental regulation 
that if a lessee sells a divided portion of his lease, he thereby dextrove 
his lease, and the one lease becomes two or more leases. This is ex- 
tremely harmful to the small operator. 

In conclusion, I have no objection to the enlargement of the acreage 
limitation. In fact, I greatly favor this. It will help the smaller 
operator although of principal benefit to the large operators. But I 
think the bill should not pass unless it is amended to give due con- 
sideration to the necessities of the small operator. 
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I am sure the Congress does not wish to pass a bill that gives help 
to the major companies, and does very little, if anything, to meet the 
necessities of the small independent operators. There should be equal- 
ity, not favoritism. What the large oil companies may obtain should 
be made easily available to the smallest independént. We should all 
work for a bill that is satisfactory to all interests. 

Let us have a good bill or none at all. 

Senator O’Manonry. Thank you, Mr. Downing. I understand that 
Mr. Rowan wants to be heard this morning because of the necessity of 
leaving town this afternoon. Am I correct in that, Mr. Rowan? 

Mr. Rowan. Yes,sir. . 

Senator O’Manoney. How long do you intend to take? 

Mr. Rowan. Five or 10 minutes. 

Senator O’Manoney. We will be very glad to hear vou. Will you 
come forward and give your name to the reporter. Before you begin, 
Mr. Rowan, perhaps I ought to make it clear to this audience, I think 
perhaps I failed to do so at the beginning, that this bill which we are 
discussing was the product of conferences between a committee of the 
oil industry. and a special committee appointed by the Department of 
the Interior to study amendments of the Leasing Act. for the purpose 
of improving conditions. I think, Warwick, that the Interior Depart- 
ment is not the reluctant dragon that your opening statement would 
make us believe. These gentlemen representing the Department, Mr. 
Edelstein and Mr. Duncan are here, together with Mr. Ball, represent- 
ing the Petroleum Administration for War, for the purpose of helping 
us to work out new legislation—amendments to the existing Jaw—that 
will serve the interest of all persons who desire to cooperate in de- 
veloping the public domain. 

I have had occasion myself in the past to differ with the Depart- 
ment of the Inte‘ior about various phases of administration. but I am 
not unmindful of the fact that. when I introduced a bill providing for 
the flat royalty of 1214 percent to reward those who may discover new 
sources of oil during the period of the war, the Interior Department 
cooperated. And the bill on the recommendation of Secretary Ickes 
was signed by the President of the United States, and now is law. 

I think that the conferences which have taken place in Washington 
between the oil industry and the Department have been productive of 
good results. I am aware of the fact that the independents operating 
out here in the West did not have as much opportunity to participate 
in those preliminary discussions as perhaps the majors did and it is 
precisely because of that lack of opportunity to the independents to 
participate that these hearings are being held out here in the West. 

The committee decided to have its sessions in Casper and Denver so 
that the independents might have the opportunity to tell us what they 
think about this bill and what additional provisions ought to be pro- 
vided and what, if any, changes in the bill should be made. 

Mr. Downing has made it quite cleo” from what he has said as to 
what his opinion is of the provisions which are of most concern to the 
independent. As I understand him, his belief is that a flat rovaltv of 
121% percent, a modification of the lease form to provide more freedom 
for the operator and less control over operations bv the Denartment, a 
modification of the provisions affecting the approval of assignments, a 
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modification of the present regulation governing royalties, and a modi- 
aia of the provisions governing the results of the sale of original 
eases, 

I understand that, in summary, is the nature of the recommendation 
that you make, Mr. Downing. | 

Mr. Down1nea. That is true, Senator. 

Senator O’Manoney. Mr. Rowan, we would be very glad to hear 
from you. 


STATEMENT OF ARCH ROWAN, ROWAN DRILLING CO., TRINITY 
LIFE BUILDING, FORT WORTH, TEX. 


Mr. Rowan. My name is Arch Rowan. I am connected with the 
Rowan Drilling Co. My company in association with Neville Penrose 
has oil and gas leases on Federal lands in Lea County, N. Mex. 

We are the discoverers of what is known as the Penrose pool in 
Lea County, N. Mex. This pool was discovered in 1936 and a dis- 
covery — was issued to us for that discovery. The lease is now 9 
years old. 7 

The act of August 21, 1935, provides for the exchange of leases which 
were issued prior to this enactment for leases which would run during 
the life of production from the lands or so long as oil and gas is 
produced. 

However, since these leases were issued after the passage of that 
act, I understand that the provisions of that act do not apply to these 
leases, and that they are 20-year leases subject only to the operational 
renewal by the Secretary of the Interior for 10-year periods. 


LEASES AS LONG AS OIL AND GAS ARE PRODUCED 


I would like to suggest to the committee that they consider an 
amendment to the act which is now being considered which would place 
these leases which were issued—these discovery leases that were issued 
after August 21, 1935, on a basis where they could be exchanged for 
ee that would run as long as oil and gas was produced from the 
ands. 

Senator O’ManoneEy. Do I understand you to mean that instead of 
a 20-year lease you should have a lease as long as oil and gas is 
produced 2 

Mr. Rowan. Yes, sir; that would place them somewhat in the same 
position as leases that were issued prior to the enactment of the 
August 21, 1935 act. It seems to me only fair that these leases issued 
after that date should have a status comparable with those other 
leases, They don’t have now. 

In this particular area, which is now 9 years old, none of these devel- 
opment costs have been recovered, and I doubt seriously if any of the 
development costs in that area will be recovered from the present 
zone of production. 

We are in the process of completing today a well on another Federal 
lease in that same area which will prove up—Elenberger—at around 
8,000 feet. Well, this well isn’t complete as yet; however, it does 
indicate production. The cost of that well was $240,000. Unless we 
get some relief from our royalty provisions, I don’t believe that those 
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wells can be drilled and produced under the present sliding scale of 
royalties. 

Senator O’Manonry. May I ask you, Mr. Rowan, to what depth 
were the original discoveries ? 

Mr. Rowan. The original was between 3,600 and 3,700 feet. 

Senator O’ManoneEy. And what has been the production ¢ 

Mr. Rowan. The production per day per well ? 

Senator O’Mauoney. What does it average ? 

Mr. Rowan. It has averaged about 40,000 barrels per well for the 
field. 

Senator O’Manoney. For what period ? 

Mr. Rowan. January 1936 to 1945. 

Senator O’Manonry. Has any discovery been made at. a horizon 
deeper than the thirty-six or thirty-seven hundred-foot sand? 

Mr. Rowan. In the last 6 months there has been some deeper dis- 
coveries made on the east side of the field not within the limits of the 
8,600-foot zone. This is the first deep discovery within the limits 
of the 3,600-foot zone. 

Senator O’Mauoney. When did you begin that discovery ? 

Mr. Rowan. We began it early this year—1945. 

Senator O’Manonry. You made the discovery ? 

Mr. Rowan. Yes, sir. We have made cliscovery. 

Senator O’Manonry. Would you not be entitled to the benefit of 
the act of December 1942? 7 

Mr. Rowan. I don’t know. That is a new act. This is a new pool, 
but this well is not on an old Jease. It is on a new lease, which is a 
121,,-percent lease. 

Mr. Duncan. Is that known as the Penrose-Skelly well ? 

Mr. Rowan. Yes, sir. 

Mr. Duncan. Well, all right; it has an application in for the bene- 
fits of Senator O’Mahoney’s act. 

Mr. Rowan. No; I beg your pardon. I answered you wrong. It is 
not known as the Penrose. 

Mr. Duncan. Is it on the lease—Las Cruces 061446? ; 

Mr. Rowan. I can’t tell you. It is in section 9. It is known as 
the Penrose et al., Federal fee No. 1, in section 92237. 

Mr. Duncan. Section 92237 , south Elenberger test. 

Mr. Rowan. Yes. I don’t know that Skelly is connected with it. 

Mr. Duncan. That is the pool? 

Mr. Rowan. That is the pool. 

Mr. Duncan. I think, Senator, that that is ‘subject to the act and 
would be considered so. 

Mr. Rowan. The old leases would be subject to the act? 

Senator O’Manoney. What Mr. Duncan is saying to you is that if 
you and he are talking of the same discovery well, it would be subject 
to the flat royalty provided in the act of December 24, 1942. 

Mr. Rowan. That may correct the situation. However, it does not 
correct the situation with reference to the short term of the leases, 
which is only 11 years left to expire. In the older leases which were 
issued in 1936 

Senator O’Manoney. Well, of course, that would be asking for a 
change of the contract. When the original Leasing Act was passed 
these 20-year leases were provided on the theory that at their expira- 
tion the Government might properly secure different terms and con- 
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ditions and that the whole matter might be, in effect, renegotiated. 
That, as I recall, was the thought of Congress back in 1919 and 1920 
when the original act was provided. 

Mr. Rowan. That is correct, Senator; but, as I understand the act 
of August 21, 1935, some relief was given from the provision of the 
1920 act, and what we are asking is that we be placed in a position of 
getting the relief that was given in 1935. 

The first well that we drilled on these leases was a dry hole and 
was drilled before the act of 1935 was passed. But the discovery was 
not drilled until after that time, and consequently the leases were 
issued after the discovery. | 

Senator O’Manoney. One of the conditions that confronts us is 
this: When the original act was passed oil was ordinarily discovered 
at much shallower depths than can be found now. 

One of the reasons for considering amendments to the act is to offer 
conditions which will promote the search for new reserves at these 
greater depths and to compensate the driller for the added expense 
vo unquestionably, must be incurred in going to these very deep 

epths. 

56 the question would arise, naturally, whether the rewards which 
are intended for drilling to a depth of 8,000 feet should be given to 
old discoveries at a much shallower depth and at much less expense. 
That, I think, would be the question. 

Mr. Ben Parker. What is the size of the lease? 

Mr. Rowan. It is an 80-acre lease, but the size of the permit is 2,580 
acres, that I am speaking about—the old permit in the 1936 lease. 
The 1936 lease was 580 acres. As I remember it now, that lease is 
scattered over several sections. It is in competition with private 
lands, in ‘competition with State lands, all of which have a 1214-. 
percent royalty. 

Now, if the act of 1942 applies to the old lease and automatically 
reduces the royalty to 1214 percent because of this deep discovery, 
then it is erase in this particular instance there wouldn’t be any 
necessary clarification in the law needed. | 

Senator O’Mauoney. The act would not necessarily reduce the 
royalties on the discovery made previously at the shallower depth. 

Mr. Rowan. But on the deeper discoveries? 

Senator O’Maroney. Yes; I think it would. 

Mr. Rowan. If it would on the deeper discovery in this particular 
case, I think it takes care of it. On the other hand, speaking now in 
the interest of development of the public domain and being cogni- 
zant of the extreme cost of drilling these deep wells in New Mexico, 
I don’t think that you can expect development to be carried on so 
that discoveries will keep pace with consumption unless the royalty 
is reduced to 121% percent. It seems to me that that would be a neces- 
sary requisite to get development to take place. 


COMMERCIAL ASPECT OF LEASES 


There is one other question I would like to talk on for just a minute 
and that is the question that has been raised by Mr. Downing as to 
the commercial aspects of these leases. It would seem to me like the 
Department of the Interior should not require the approval of the 
assignment of these leases after they have been issued to the operator. 
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It seems to me that the mere filing of a copy of the—a certified copy 
of the assignment would be all that they would require, unless there 
is some reason that I don’t understand or the public generally doesn’t 
understand. Why, other than knowing who the registered holder of 
title of that lease is, they shouldn’t require anything but the filing 
of a copy of the assignment, which would put them on notice as to who 
is the record holder of that lease. 

Senator O’Manoney. I think there will probably be no difficulty 
in working out changes of language that will be satisfactory on that 
score. 

Mr. Rowan. In many instances the delay in getting approval of 
assignments has slowed up operations and has been very costly to 
the independent operators. 

That is all Ihave. Thank you. : | 

Senator O’Manoney. Thank you, Mr. Rowan. Any questions? 

Mr. Duncan. Your 80 acres is an A lease? 

Mr. Rowan. Eighty acres that the discovery is on is an A lease. 

Mr. Duncan. On that lease at the end of 20 years you have a right 
of renewal, and the royalty rate on that would be 1214 percent up 
to 110 barrels per day, which is better than you could do on the 
exchange of your lease for a lease under the act of August 21, 1935? 

Mr. Rowan. Now the discovery well is on a new 80-acre lease, and a 
think that this new lease was issued by the Department under the 
terms of the new law, not under prospecting permit. I thmk it is a 
straight 1214-percent lease, not a prospecting permit. 

Senator O’Manoney. Of course, that depends on what the exact 
facts are in this particular case. 

Mr. Rowan. But I am speaking of the old leases which are offset 
by this new lease where the discovery well was drilled. We are 
prohibited from drilling under the old lease by PAW unless we get 
an exception to their rules, and this particular lease doesn’t have a 
well on it. 

Senator O’Manoney. Thank you, Mr. Rowan, for appearing before 
the committee. ; 

The committee will reassemble at 2 o’clock. We stand recessed at 
this time. . 

(Whereupon, at 12 m., August 30, 1945, the hearing was recessed, 
to reconvene at 2 o’clock the same day.) 


AFTERNOON SESSION 


Senator O’Manonry. The committee is now in session. 
Mr. Parker, will you come forward. 


STATEMENT OF H. LESLIE PARKER, INDEPENDENT OIL OPERATOR, 
CASPER, WYO. 


Mr. Parker. Mr. Chairman and Senators of the committee, my name, 
is H. Leshe Parker. My legal residence is in Casper, Wyo. I am an 
independent oil operator—too independent, I fear, for my own good. 
Senator O’Mahoney, I want to express the appreciation of the oil 
industry for your efforts in the past several years in affording the 
industry an opportunity to express their opinions about various things 
on the public domain. 
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Senator O’Manoney. I can assure you, Mr. Parker, that that is the 
attitude of the entire Committee on Public Lands. There is no mem- 
ber of the committee who doesn’t participate in the desire to give the 
oilmen every opportunity and to do what can be done to improve 
conditions. 

Mr. Parker. I appreciate that, and it does my heart good, as I 
am sure it does the committee’s, to see so many of the oilmen around. 
Four years ago there were just a few to come forward. 

I think maybe I had better skim through this statement of mine, 
because there are some figures, and it will bore the committee. 

Senator O’Manonery. Any figures or statistical matters that you 
Migs inserted in the record will be inserted without your reading 
them. 7 

Mr. Parker. Most of the things have been said before, Senator, so I 
feel that someone has been opening my mail, so to speak, because we 
have been using the same figures. 

I would like to say that Mr. Mattei and Mr. Ferguson have done a 
very good job in preparing the data and appearing before your 
committee in Washington, and I think that the industry out West 
really does owe them a debt of gratitude for the work they have put 
in on it. 

I was hopeful that Secretary Chapman might be here, because in his 
appearances before your committee I think his statements were rather 
constructive. Especially, first, but not in the order of importance, 
he made the suggestion about the various bureaus of the Federal Gov- 
ernment who were proprietors of land and that they had various 
lease forms. He suggested that it be brought under one heading in 
one department, and I think that very constructive. 

By the same token I would like to suggest that this present Con- 
gress consider very seriously the matter of moving the various branches 
of the Interior Department out West where they can be close to their 
work and handle it efficiently, much the same as was suggested in 
the bill that Frank Barrett introduced in the House. 

Referring to Secretary Chapman again, I would like to quote a 
paragraph from his statement. It appears on pages 1007 and 1008, 
volume 5, of the stenographic transcript. [Reading:] 

I think it appropriate at this point to state that the act of December 24, 
1942, sponsored by Senator O’Mahoney, the chairman of this committee, offered 
a timely incentive to public domain oil and gas leesees in the search for new 
sources of oil. The bill grants a flat 1214-percent royalty to the lessees on all 
production for a period of 10 years following discovery of a new deposit of oil 
or gas if the discovery is made during the period of the national emergency. 

The passage of the act has resulted in possibly 45 new discoveries on public- 
land leases or units, of new pools, horizons, or stratigraphic traps, and provid- 
ing an increase in the public-land reserves conservatively estimated at 85,000,000 
barrels. 


ROYALTY RATES 


Mr. Parxer. If Secretary Chapman expresses the true attitude of 
the policy committee in the Interior Department, I must say that the 
Department has come a long way recently, resulting, no doubt, from 
your committee’s proddings and with the aid of the Rocky Mountain 
oil industry. But there seems to be still some dissention in the Interior 
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Department regarding the liberalization of the rentals and the roy- 
alty rates, and the rules and regulations, because the Chief of the 
Conservation Division in his testimony says that the reduction of 
rates of royalty were no incentive to the oil industry in carrying out 
the further development of the oil and gas resources on the public 
domain. Now, that is more or less double talk. One officer says one 
thing, and the other officer says the other. I hope it may be com- 
parable to the double talk that the Japs put up just before they sur- 
rendered today. I hope that the Interior Department will surrender. 

You might recall that in August 1941 that Mr. Stabler, then Chief 
of the Conservation Division, had quite a heated argument with me 
about the rate of royalty that earned $127,000,000 of royalty money 
for the Government. That argument brought out the fact that that 
one-hundred-and-twenty-seven-million-odd dollars was earned at a 
rate of 11.4 percent. 

Now, at that time we suggested that the oil industry was actually 
willing to go one better and pay a 1214-percent flat royalty. Then 
Mr. Duncan, the present Chief of the Conservation Branch, presented 
a table to the committee in Washington in which he said in his testi- 
mony—oral, I presume, and written—the average step-scale royalty 
per year was 1314 percent. 

On the following page—1079 of the transcript—Mr. Duncan stated 
further that from the date of the conception of the Leasing Act in 
1920 through 1944 there were seven-hundred-and-eighty-six-odd mil- 
lion barrels of oi] produced on the public. domain, out of which the 
Government received ninety-seven-million-and-seven-hundred-odd 
barrels of royalty oil, which had a value of $180,000,000. 

The surprising thing is that the Chief of the Conservation Branch 
on his own figures admits that over this 24 years the weighted average 
percentage of this Government royalty was 12.43 percent, which is 
slightly—just seven hundredths of 1 percent—less than the 12% © 
percent that the oil industry 1s offering. 

Now, that being the case, the Interior Department insists on still 
arguing that the reduction in the rate of royalty doesn’t help the 
development of the public domain. 

I have also been opposed to that argument, because I think that 
the facts prove that a flat 1214-percent royalty instead of the gradu- 
ated scale of royalty will be very helpful. But the Chief of the 
Conservation Branch goes on in his testimony and says: 

Admittedly, the major public-land States of Montana, Wyoming, Colorado, 
and New Mexico have been developéd slowly, but for other influencing reasons, 
such as (1) distance from the important refinery centers, (2) scarcity of local 
markets, (3) added cost of wildcatting, (4) inadequate pipe-line facilities, and 
(5) inadequate rail transportation. 

It is believed that the above influencing factors have deterred many large 
producers who maintain active operating organizations, pipe lines, and refineries 
in the more prolific oil-bearing States, in unlimited areas for prospecting, from 
entering the four above-mentioned public-land States, especially in those instances 
where there is no favorable market for crude when developed or refined. 

That statement there is not the main reason, in my opinion, that 
has kept the independent operators and the larger companies from 
developing the public domain. However, if it were the true reason, 
why should the Conservation Branch put an excessive rate of royalty 
and add to these other deterring—five deterring factors on the Rocky 
Mountain oil industry. I don’t think his logic is very good. 
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We have also not had very much help from the Department in gen- 
eral, and the late Mr. Stabler made a statement that to discourage 
anybody from coming on the public domain—and I quote from a letter 
written by Mr. Stabler as Chief of the Conservation Branch on Octo- 
ber 11, 1941, addressed to Mr. Downing: 


One should take a realistic view of the oil and gas possibilities of the Rocky 
Mountain region. Although this region includes an extensive possible oil and 
gas area, nature has decreed that its oil and gas outlook must be considered in 
terms of possibilities rather than of favorable prospects. Despite the fact that 
the structure of the region can be seen and mapped with relative ease, and that 
most favorable appearing structures have long since been tested, there has been 
found only one major oil field and less than a dozen that can be termed other 
than'small. There is nothing in the record to indicate that the Rocky Mountain 
region could ever be classed with Texas, which has no publie lands, or with 
California, which, although blessed with far less possible dil and gas areas, 
stands first among the oil- and gas-producing: public-land States. The per- 
centages of dry holes indicated above constitutes evidence that regardless of 
royalty rates, the pathway of the wildcatter is rough in the Rocky Mountain 
region. The drilling of dry holes will neither profit the oil and gas operator 
nor aid in the national defense. 

Now, to oppose that, all we have to do is take the record from 
the Oil Weekly, which their statistical department just brought out. 
During the past 8-year period from 1937 to 1944, 154 wildcat wells 
were drilled in Wyoming, 77 of which were dry and the other 77 
brought in new pools, or at the rate of 50 percent, whereas the United 
States as a whole showed only 11.6 of the total wildcat wells drilled 
during the same 8-year period made new discoveries. 

Now that same authority says that one-third of the new oil in the 
United States is found by majors and two-thirds by the independent 
operators. 

Another illustration of the attitude of the Interior Department— 
we will have to quote from a letter of Secretary Ickes in opposition 
to amendments of your bill of August 21, 1935. Secretary Ickes 
addressed that to the House Public Lands Committee, in which he 
sald: 

The act of August 21, 1935, is a conServation measure. Under this act no 
special inducements are offered to prospect and produce from the public lands. 
* * * Nevertheless, the royalties and rentals fixed by the regulations (12% 
to 32 percent), parenthesis mine, conform to the royalties and rentals paid gen- 
erally in the oil industry. 

Now, much as Secretary Ickes’ handling of the public domain mat- 
ters have been unsatisfactory, however, we must render unto Caesar 
that which is Caesar’s, Secretary Ickes last Sunday night, when he 
was pinchhitting for Drew Pearson on the radio, praised the PAW 
very thoroughly, expressing profound appreciation and praise, and 
all of the oil industry heartily agreed with it. So that my suggestion 
is that if Secretary Ickes could have such an efficient administration 
for the oil industry, why can’t we have just as efficient and 1.beral 
administration in the Interior Department? 

The way he did that, he went to the industry and got a large 
number of efficient men who knew their business and they were taken 
directly from all branches of the oil industry. 

Another point that I would like to make regarding the language of 
+he present bill: One fatal weakness that I have observed, and that is 
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that the language should, as the bill is now written, place a basement 
but no ceiling on the royalty, which language, is as follows: 


Not less than 12144 percent—— 


eeaee Rorertson. Do you recall what page you are quoting from 
now 

Mr. Parker. You mean of the bill itself, Senator ? 

Senator Ropertson. Yes. 

Mr. Parken. It is the royalty rates there. | 

Senator O’Manoney. That language is taken from the present law ? 

Mr. Parker. From the present law and deleted in this one, so that 
is the only weakness I can see. Now, if that is changed to read “not 
more than 1214-percent royalty on wildcat land,” I think the industry 
will be very Gell satisfied with the other language of the bill itself. 
Otherwise, the Secretary of the Interior has been given the same dis- 
_¢retionary power that he now has and the record shows that he will 
 paeeae) do the same thing that he always has and make it read, if 

e promulgates a new lease, on the 12 to 32 percent. 

Senator Rospertson. I call your attention, Mr. Parker, to suggestion 
that was made relative to the 1214 percent and the words “Not. less 
than” at the Casper meeting the earlier part of the week. Mr. Healy, 
who was appearing before the committee as chairman of the legisla- 
tive committee of the Rocky Mountain Oil & Gas suggested deletion 
of the words—this is on line 18, page 2—‘‘not less than” and to insert 
the word “at” and it would then read “at 1214 percent.” 

Mr. Parker. I think that language would be perfectly agreeable 
to the industry, and I am heartily in agreement with the reeommenda- 
tion made by the Rocky Mountain Oil & Gas Association. 

Senator Ronertson. Are you a member of that association ? 

Mr. Parker. Yes, sir. 

Senator Ronerrson. The association’s Mr. Healy, before the leg- 
islative council, made a number of suggestions in the nature of amend- 
ments, some of them perfecting the amendments, of which one example 
is the one that I cited to you. 

Mr. Parker. I am entirely acquainted with those suggestions, 
Senator Robertson. 

Senator Ropertson. And you approve them? 


ACREAGE LIMITATION 


Mr. Parker. In general, yes; especially the flat 1214-percent roy- 
alty. There is a little question about the acreage limitation. I think 
that should be a matter to arrive at under the circumstances they de- 
velop. It is burdensome now because some of the operators in Wyo- 
ming are about up to their present acreage allowable, and if they are 
going to continue operating, they should have it increased. So I think 
that probably the committee’s report covers the point of a total of 
fifteen-thousand-odd acres in any one State—all at one spot or spread 
around. 

Senator O7Manoney. What, in your opinion, would be the effect 
upon the independent operator of the lifting of the acreage limitation, 
or the increase, as provided in this bill ? 

Mr. Parker. I feel it will be helpful to the independent operator 
the same as it is to the majors, because, after all, they both operate 
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on the public domain and usually the independent operator—small 
ones, especially—like to have some help and if they can’t find some of 
their other associates with enough capital to develop large areas, they 
certainly have to get the help of some of the larger companies. 

Senator O’Manoney. Mr. Downing, in testifying this morning, re- 
ferred to conditions which might tend to prevent development by 
making it possible to hold large areas to await favorable times for 
production. 

Mr. Parxer. I certainly agree with Judge Downing on that point 
and the only way you can overcome that, Mr. Chairman, in my opin- 
ion, is that you fimit the time on these operations which would grant 
an operator time in which he could run geophysical or seismograph 
surveys over the areas. Maybe 2 years is about the right time because 
there is only a small time of each year—probably 4 months in the 
summertime—that the seismographs can get over the country and do 
their work properly. So that 2 years would seem to be a fair time. 
If a company can’t do it in 2 years, he should get off and let somebody 
else try it—like the rabbit and the tortoise. 

Senator O’Manoney. Inasmuch as this measure is intended to be 
one which will stimulate, development and promote production, I 
should like to have all those who have written and who are interested 
in the enactment of some legislation to give consideration to that 
point. 

It would hardly be in harmony with the purpose of the bill if we 
retained any provision in the bill, if there are any such, which would 
enable any (eee or any optionee to prevent development. 

Mr. Parker. Certainly, I think that the bill and the regulations 
under it should follow your suggestion there, Senator, because it is 
very constructive. You might recall that I made the suggestion be- 
fore the committee at one time that the lease terms should not be too 
long, because the 10-year-term commercial leases worked out in west- 
ern Kansas here several years ago demonstrated that. The result was, 
there was no development in western Kansas until the end of the lease 
term was approaching. Then the companies that had these large 
areas farmed out small tracts to independent operators. The same 
thing is true in the Dakotas today. There is probably 7 or 8 million 
acres on long-term leases, and the result is the operators aren’t over 
in the Dakotas in the private lands developing. 

Senator O’Manoney. Am I to understand that in your opinion a 
lease for an indefinite period, for as long as oil and gas may be pro- 
duced may be a deterrent to development ? 

Mr. Parker. No; I believe that the primary term of the lease, like 
it is expressed as a 5-year term in this present bill, you have to make 
your discovery before that 5-year period is up. 

In the case of the patented land, you would have to make it before 
the 10-year period is up. Then all leases, after you have made your 
discovery, that as long as you can produce oil and gas in paying quan- 
tities it should be for the full production term. 

Senator O’Manoney. You are referring to the prospective leases 
rather than producing leases? 

Mr. Parker. Yes, sir. The oil industry fervently hopes that the 
Office of Price Administration will see that the necessity of holding 
the price of crude oil way below the parity price of all other com- 


130 DEVELOPMENT OF OIL AND GAS ON THE PUBLIC DOMAIN 


modities will be removed and let the industry take care of its own 
economic price range. 

Senator O’Manoney. It occurs to me to suggest that now the War 
Department and the Navy Department will be purchasing consider- 
ably less oil and gas and other petroleum products, and the industry 
will depend more and more upon civilian consumption, the conditions 
may tend to correct themselves and eliminate the necessity for price 
control. In other words, if we have a sufficient supply to meet the 
van demands, then the reason for price control-is in itself elim- 
inated. 

Mr. Parker. That is right. That was my suggestion, and the lan- 
guage here is: “Now that the price controls are being slackened by the 
OPA, is it not high time that the oil industry be allowed to adjust its 
own proper economic price range?” That would take care of itself. 

I might say further that I am in accord with the report and sug- 
gestions of the Rocky Mountain Oil and Gas Association. The boys 
have worked hard on it, and they have all been sincere. 

There has been no effort, that I have ever been able to observe, on 
any of the major companies’ part to coerce or suggest something that 
wasn’t entirely to the best interests of the Rocky Mountail oil industry. 

(Prepared statement submitted by Mr. Parker is as follows :) 


Mr. Chairman and Senators of the committee, my name is H. Leslie Parker. 
My legal residence is in Casper, Wyo. I am an independent oil operator—too 
independent, I fear, for my own good. 

This is the third time that it has been my privilege to appear before Senator 
O’*Mahoney’s committees, which committees have sought to convince the Interior 
Department of the necessity of timely modernizing its policies and actions toward 
the development of the oil and gas resources of the pubiic domain and thus 
liberalize their rules and regulations in regard thereto. 

Senator O’Mahoney, I wish to take this opportunity of expressing the appre- 
ciation of the Rocky Mountain oil industry of your efforts in its behalf in 
getting the Federal royalties reduced as applying to the public domain and an 
increase in the price of the so-called black oils, especially in the Big Horn 
Basin of Wyoming, particularly during the war emergency. 

It must be a source of great satisfaction to you to observe the cooperation of 
the oilmen, as evidenced by the gratifying attendance before these current 
hearings, as contrasted with the first hearing 4 years ago here in Denver when 
that old warrior, our good friend Warwick Downing, and I were about the only 
witnesses intrepid enough to appear and beard—so to speak—the lion-hearted 
Secretary Ickes and his henchmen in their den. 

I am happy to note that the industry’s recommendations follow most of our 
suggestions made long since, which brings to mind the old suggestion that “some- 
body has been opening our mail.” 

Mr. Mattei and Mr. Ferguson of the Petroleum Industry Council for War, have 
done a very excellent job in crystallizing the industry's position and attitude 
as regards the liberalization of the Interior Department’s policy and attitude 
regarding development of the public domain. Mr. Mattei's statement before your 
committee in Washington covers the main points in a masterful fashion. 

I might say that Mr. Mattei and Mr. Ferguson, in the role of Confucius, and 
I in the role of the Irishman, recall the story of Pat to whom someone was 
explaining the precepts of Confucianism, which very much impressed Pat, whose 
rejoinder was ,“Y’know that feller Confucius had a lot of my ideas.” 

Mr. First Assistant Secretary of the Interior Chipman, also appearing before 
your committee in Washington, made a statement which, coming from the Interior 
Department, I think is rather constructive. First, but not in order of im- 
portance, was his suggestion that the sixty-odd agencies which have to do with 
the sale or leasing of what is designated as ‘acquired lands” and also public 
domain lands be concentrated under one head so that uniform oil and gas lease 
terms and rules and regulations thereunder may be had and administered and 
that such authority be vested in the General Land Office and other proper 
divisions of the Department of the Interior. This suggestion of Secretary Chap- 
man is very constructive. 
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And by the same token, I wish to call yaur attention to his very gratifying 
statement contained on pages 1007 and 1008, volume 5 of the stenographic 
transcript of hearings before your committee, in which he said: 

“T think it appropriate at this point to state that the act of December 24, 
1942, sponsored by Senator O’Mahoney, the chairman of this committee, offered 
a timely incentive to public-domain oil and gas lessees in the search for new ~ 
sources of oil. The bill grants a flat 1214-percent royalty to the lessees on 
all production for a period of 10 years following discovery of a new deposit 
of oil or gas if the discovery is made during the period of the national 
emergency. : 

“The passage of the act has resulted in possibly 45 new discoveries on public- 
land leases or units, of new pools, horizons, or stratigraphic traps, and pro- 
viding an increase in the public-land reserves conservatively estimated at 
85,000,000 barrels.” 

If Secretary Chapman expresses the true attitude of the Policy Committee 
of the Interior Department, I must say that the Department has come a long 
way recently, resulting no doubt from your committee’s prodding, with the 
aid of the Rocky Mountain oil industry. 

However, there still seems to be dissension and “double talk” in the Interior 
Department regarding the liberalization, the great need, and feasibility of 
following the present American trend of decentralizaion or redistribution of 
the location of the various endeavors of Government and industry, and move 
the Department of the Interior, lock, stock, and barrel, out where its business is, 
and that is in the West, where the various administrative officers would be in 
close touch with their administrative duties and where ,they would finally 
acquire the “feel” of the country. Parenthetically, I might say that at first 
blush this might appear to be as difficult as the reeducation or rehabilitation 
of the Germans and the Japs. 

Wyoming’s Congressman at Large, the Honorable Frank A. Barrett, introduced 
a bill in the last Congress along these lines; and now that the “war is won,” 
but not the peace, Congressman Barrett’s bill should be acted upon. 

I might point out in support of the contention, as above stated, that the 
Reclamation Service has done an incomparably marvelous job because it has 
its headquarters out here where its work actually is. The same is true of the 
job done by the personnel of the Geological Survey in its field work in the 
Rocky Mountains, especially in its preparation and timely publishing of their 
excellent preliminary investigation maps. The same also is true of the engi- 
neering staff in the Leasing Division. 

In referring further to Secretary Chapman, I wish to speak of the rental 
and royalty rates and the rules and regulations, because the Chief of the Con- 
servation Division states in his testimony that the reduction in the rates of 
royalty were no incentive to the industry in carrying on the further development 
of the oil and gas resources of the public domain. 

Again, parenthetically, I might say that the circumstance of this “double 
talk” is strikingly like the “double talk” of the Japanese militarists preparatory 
to their surrender. Could it be that the Interior Department is about to capit- 
ulate and wholeheartedly aid the industry by liberalizing its royalty rates and 
rules and regulations? 

Mr. Chairman, you will recall that before the hearing in Denver in August 
1941, and in Casper in August 1942, the then Chief of the Conservation Branch, 
the late Herman Stabler, and I had heated arguments as to how, and at what 
average rate of royalty the then one-hundred and twenty-seven-odd million 
dollars was earned. Briefly, I was able to prove by Mr. Stabler’s own figures 
that this amount of royalty was earned at a weighted average of 11.4 percent, 
and I stated further that the industry was “willing to go the Government one 
better” and would be willing to pay a flat 1214-percent royalty. 

Now, Mr. Dunean, in presenting his figures on page 1078 of the transcript, 
presents a table showing that from 1938 to 1944, inclusive, “the average step 
scale royalty rate per year was 13.33 percent,” and on the following page 1079 
Mr. Duncan states further that from the date of the inception of the Leasing 
Act in 1920 through 1944, 786,316,477 barrels of oil were produced on the public 
domain, out of which the Government received 97,713,318 barrels of royalty 
oil which had a value of $130,083,892. 

The surprising thing is that the Chief of the Conservation Branch of the In- 
terior Department, on his own figures, admits that for over 24 years, since the 
Leasing Act became law, the weighted average percentage of this Government 
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royalty was 12.43 percent, which is slightly less than the flat or ceiling royalty 
rate of 12.50 percent, which in turn is recommended to this committee by the 
oil industry to apply to what is commonly known as wildcat lands on the public 
domain. 

That being the case, why does the Interior Department still insist on ‘‘quib- 
- bling while even Tokyo quits”? 

Mr. Duncan, on pages 1062 and 1060 of the transcript, goes on to state that: 

“The history of development under the Federal mineral leasing laws shows 
that the increase in royalty rates provided by the 1935 act has not resulted 
in the reduction of the rate in prospecting on the public lands”; and on page 
1060, he further states: . 

“It is said that this must be so because of the allegedly high rates of royalty 
(12% to 32 percent), restrictive regulations, lease terms, and the industry’s 
reluctance to relinquish control over the quantity and rate of production. The 
step-scale royalty rate of 1214 to 32 percent was modified May 3, 1945, to pro- 
vide for a maximum royalty of 25 percent. However, for the purposes of this 
discussion, the previous schedule of royalties is maintained throughout.” 

(Now listen to this, still quoting from Mr. Duncan) : 

“Admittedly, the major public land States of Montana, Wyoming, Colorado, 
and New Mexico have been developed slowly, but for other influencing reasons, 
such as (1) distance from the important refinery centers, (2) scarcity of local 
markets, (3) added cost of wildcatting, (4) tmadequate pipe line facilities, 
and (5) inadequate rail transportation. It is believed that the above in- 
fluencing factors have deterred many large producers who maintain active 
operating organizations, pipe lines and refineries in the more prolific oil-bear- 
ing States, in unlimited areas for prospecting, from entering the four above- 
mentioned public-land States, especially in those instances where there is no 
favorable market for crude when developed or refined.” 

Gentlemen of this committee, you undoubtedly have already observed this 
“double talk” of the officials of the Interior Department. Why, in heaven’s 
name, after all the five serious and deterring reasons mentioned by Mr. Duncan; 
why should the Conservation Branch of the Interior Department make it more 
difficult for the oil operator to go on and develop the public doman, by further 
saddling and restricting him with high royalty rates and other restrictive regu- 
lations? 

To further illustrate their untenable attitude, may I call your attention to a 
letter illustrating the same sagnationist attitude, written to Warwick Downing, 
dated October 10, 1941, by the then Chief of Conservation Branch, the late Herman 
Stabler, in which he said: . 

“One should take a realistic view of the oil and gas possibilities of the Rocky 
Mountain region. Although this region includes an extensive possible oil and 
gas area, nature has decreed that its oil and gas outlook must be considered in 
terms of possibilities rather than of favorable prospects. Despite the fact that 
the structure of the region can be seen and mapped with relative ease, and that 
most favorable appearing structures have long since been tested, there has heen 
found only one major oil field and less than a dozen that ean be termed other 
than small. There is nothing in the record to indicate that the Rocky Mountain 
region could ever be classed with Texas which has no public lands, or with 
California, which, although blessed with far less possible oil and gas areis, 
stands first among the oil- and gas-producing public land States. The percentages 
of dry holes indicated above constitute evidence that regardless of royalty rates, 
the pathway of the wild-catter is rough in the Rocky Mountain region. The 
drilling of dry holes will neither profit the oil and gas operator nor aid in the 
national defense” 

Is that not a reprehensible statement to be made by an administrator of the 
resources of the public domain? And if it were not so serious it would be 
ludicrous. I ask you, gentlemen, if that statement by an arch conservation 
extremist bureaucrat is in the “line of duty” called for in the preamble of the oil 
and gas leasing law which is “An act to promote the mining of coal, phosphate, 
oil, oil shale, gas and sodium on the public domain.” 

In further proof, and as I have pointed out to this committee twice before, 
Secretary of the Interior Ickes himself, in opposing the enactment of bills then 
before the Congress, seeking the same ends as the present bill, stated in a letter 
dated April 19, 1939, to the chairman of the House Public Lands Committee, who 
were considering the amendments of the act of August 21, 1935, as follows: 

“The act of August 21, 1935, is a conservation measure. Under this act no 
special inducements are offered to prospect and produce from the public lands. 
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* * * Nevertheless, the royalties and rentals fixed by the regulations (12% 
to 32 percent) (parenthesis mine) conform to the royalties and rentals paid 
generally in the oil industry.” 

Much as Secretary Ickes’ handling of the public domain matters has been very 
unsatisfactory to us here in the West, however, I will “render unto Caesar that 
which is Caesar’s.”’ 

“Now it can be told” in Secretary Ickes’ own words of profound appreciation 
and praise, spoken over the radio last Sunday night as he was pinch-hitting 
for the Keyhole Commentator Drew Pearson, that this Nation and its allies were 
served ‘as well or better by the oil industry through the Petroleum Administra- 
tion for War than any other of the war endeavors. 

This same can be said of Secretary Ickes’ administration of the Solid Fuels 
Administration. 

But let me ask you, gentlemen, how did Secretary Ickes’ PAW get that way? 
Secretary Ickes’ PAW got that way because administrative officers and the 
personnel of PAW were men of sterling worth and great ability and who knew 
their business because they were taken direct from the various branches of the 
oil industry and the coal industry. 

Now, by the saine token, why cannot Secretary Ickes follow this highly success- 
ful system and reorganize other branches of his Department of the Interior, from 
the General Land Office on, up or down, and give his many competent engineers, 
lawyers, and other administrators the admonition and instructions to aid the 
development of not only the oil-and-gas industry, but the other mineral re- 
sources of the public domain, the same as is b2ing done by Senator O'Mahoney’s 
efforts as regards hydrogenation of coal and the production of crude from the 
oil shales of the West. The policy of the stagnationists in the Interior Depart- | 
ment, going back to the days of Hoover, who in June 1929, had his then Secretary 
of the {uterior Wilbur withdraw the publie lands from entry for oil and gas on 
his and Wilbur’s sole reason, stated at the Governors’ Conference at Colorado 
Springs in June 1929, that the public land was covered by endless filings made by 
speculators who were selling the same to the widows and orphans of the country. 

But allow me to state that that was not Hoover's true reason. Mr. Mattei, 
before your committee, let the cat out of the bag, inadvertently, pehaps, when he 
said on page 474 of the transcript, that there was a period of great overproduc- 
tion and there was no need of any further oil from the public domain, Certainly 
that was true from any native son’s viewpoint and selfish interest because the 
overproduction was largely from California; thus the Rocky Mountain public 
land States were penalized and not allowed to develop their resources. The 
native son state of California and the ‘Republic’ of Texas were allowed to 
develop their oil lands while we in the Rocky Mountains were and have been 
stymied and stagnated. 

This same stagnation engendered by the Interior Department continued until 
Senator O'Mahoney induced Secretary of the Interior Ickes in 1935 to open the 
public demain for filing contemporancously with the enforcement of the act of 
August 21, 1935, which act terminated the “permit system” and inaugurated the 
present “direct leasing system.” This act had many admirable features such as 
unitization and the extension of certain types of leases. However, it had one 
fatal weakness and that was its language placing a basement but no ceiling on 
the royalty rate, which language is as follows: ‘‘Not less than 124% percentum.” 

Regrettably, that same language is in this present bill, as it was introduced. 

Now, may I be so bold as to say that it is the constitutional duty of the Con- 
gress to prepare and enact the statutes as was very ably stated by Senator 
O’Mahoney in the Senate last June 12 in his remarks on totalitarianism. 

Undoubtedly, this committee will have decided by now, after hearing all the 
testimony, that the statute itself should read, “Not more than 1214 percent” as 
applied to wildcat or section 17 leases and that that rate should prevail as long 
as oil and gas is produced in paying quanities. Otherwise, if the Secretary of 
the Interior is given the same discretionary power the Interior Department will 
do the same thing as it has always done before, and that is promulgate leases 
which provide for a sliding scale up from 124% to 32 percent. 

In the other hearings I tried to impress upon the committee the fact that the 
conservation-stagnation extremism of the Interior Department contributed largely 
to throwing this country into the most serious situation it had to contend with 
during the present war, and this is because during the last 15 years this policy 
had resulted in the prevention of the development of the oil resources of the 
Rocky Mountain region, and has forced most of the operators who were here 
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(only a few of us stayed), into the midcontinent, the Gulf Coast States of Texas 
and Louisiana, and also California. The result was that when the foul blow 
at Pearl Harbor descended upon us, the vast quantity of our oil was water- 
borne by tankers which were sunk by submarines, and the country was thrown 
into the greatest of crises. 

Now, the record shows that with the incentive granted by the O’Mahoney 
bill of December 24, 1942, new discoveries of vast deposits of oil have been found 
in the Rocky Mountain States. Had we been allowed, or even encouraged by 
the Interior Department these last 15 years, these same pools of oil and many 
more pools would have been discovered and Big Inch pipe lines would have been 
built in the interior of the United States to market this production. 

This point is proven because of the building of the 12-inch line from Elk Basin 
to Casper ; the line now being built from the great Rangely oi! field on the western 
slope of Colorado and the other lines being built from the various oil pools on 
the Wind River Reservation to connect with the Elk Basin-Casper line. Our 
own Governor of Wyoming, Lester C. Hunt, in addressing the oil men at Casper 
a short time ago advocated the building of products lines out of the Rocky Moun- 
tains so that the Rocky Mountains could be benefited by the refining of their 
own crude oils. 

Before I close, and in order to refute the derogatory statements of the Con- 
servation Branch above referred to regarding their allegations that an oil oper- 
ator is a damn fool to wildcat in the Rocky Mountain area because his chances 
of finding oil are so poor, let me quote. the statistical department of the Oil 
Weekly of July 30, 1945, page 47, published in Texas. 

The Oil Weekly says that during the 8-year period 1937-44, 154 wildcat wells 
were drilled in Wyoming, of which 77 were dry and the other 77 brought in new 
pools or at a rate of 50 percent, whereas the United States as a whole showed 
only 11.6 percent of the total wildcats drilled during the same 8 years were new 
discoveries. 

The same authority, and the Oil Weekly is an authority, states that 32.5 percent 
of the new fields were found by 32 of the companies (usually referred to as 
the majors) and the balance or 67.5 percent of the new fields were discovered 
by the so-called smaller independents. 

In other words, the independents are .currently finding two-thirds of the 
new oil fields of the United States. 

Now that price controls are being slackened by the OPA is it not high time 
that the oil industry be allowed to adjust its proper economic price range? 

We must still follow the old admonition of “in time of peace prepare for war” ; 
and although it is fervently hoped that there will be no further war, we still 
must win the peace. 

Therefore, Senators, make it a matter of statute that the public domain 
states are not penalized and hampered as has been done in the past in the 
development of their oil, gas, and other mineral resources, but put them on 
the same footing as our other sister States. 


Senator O’Mauoney. Any questions? 
(No response.) 
Senator O’MaHonry. Thank you very much, Mr. Parker. The 
ee will be Mr. Dean Terrill. Will you come forward, Mr. 
errill ? 


STATEMENT OF DEAN TERRILL, VICE PRESIDENT, KERLYN OIL 
CO., OKLAHOMA CITY, OKLA. 


Mr. Territt. My name is Dean Terrill. I am vice president of 
Kerlyn Oil Co., which is an independent exploration, Fe illing, and 
pocuene company. I am also a member of the board of the Rocky 
ountain Oil and Gas Association and a member of various commit- 
tees of the Mid-Continent Oil and Gas Association. 
This memorandum brief and statement, commenting upon and mak- 
ing suggestions concerning the provisions of S. 1236, is submitted on 
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behalf of the members of the Kansas-Oklahoma division of the Mid- 
Continent Oil and Gas Association by the legal committee thereof. 

The Mid-Continent Oil and Gas Association, with general head- 
quarters at Tulsa, Okla., ts an oil trade association with approximately 
3,000 members representing all branches of the petroleum industry, ' 
and in particular a majority of the oil and gas pean in the States 
of Kansas, Oklahoma, Texas, New Mexico, Arkansas, Louisana, Mis- 
sissippi, and Alabama, in which area two-thirds of the Nation’s crude 
petroleum is produced. 

Many members of the Mid-Continent Oil and Gas Association and 
its affiliated local divisions (the Kansas-Oklahoma division, the Texas 
division, the Louisiana-Arkansas division, and the Mississippi-Ala- 
bama division) are interested in operations in the Western States, 
wherein lie large areas of public domain lands. 

Senator O’Manoney. Do I understand that the members of this 
association have been primarily operators in the Mid-Continent field 
beyond the boundaries of the public-land States ? 

r. Terrtut. The association started there really with the Mid- 
Continent group of operators, but those same operators also carry on 
operations here in the Rocky Mountain area. That is, all of the 
major oi] companies and a large number of independents are members 
of the Mid-Continent Oil and Gas Association, so that although the 
association’s headquarters have been centered in the midcontinent 
area, nevertheless, the members of the association have large opera- 
tions out here in the Rocky Mountain area. 

I am making these remarks to show the interest of the association 
in this area in the provisions of the bill. : 

In addition, some aspects of the provisions of S. 1286 are directly 
applicable to oil operations in the South and Southwestern oil States, 
and also, departments other than the Interior Department, have 
announced their intention to follow the provisions of the Leasing 
Act with reference to their holdings, great areas of which are located 
in the South and Southwestern States. Departments such as the 
Agriculture Department, and other departments of the Government. 

or these and other reasons the members of the legal committee of 
the Kansas-Oklahoma division, Mid-Continent Oil and Gas Associa- 
tion, have thoroughly studied and conferred concerning the provi- 
sions of S. 1236 and have authorized me to make this presentation on 
their behalf and provide your committee with their considered com- 
ments and suggestions. 

We first wish to state to the sponsors of the bill that we appreciate 
their interest in the problems of the oil industry and their evident 
desire to provide reasonable, workable legislation for the mutual 
benefit of the Government and the industry. 

We take it that inasmuch as the bill is an amendment of the act 
approved February 25, 1920, which itself was entitled “An act to 
promote the mining of * * * oil,oil shale,gas * * * on the 

ublic domain,” and inasmuch as Senate bill No. 1236 is entitled “A 
ill to promote the development of oil and gas on the public domain 
and on lands acquired for the national Appalachian forests, and for 
other purposes,” the committee which is convened here today is desir- 
ous ae hearing the views of the petroleum industry as to what is 
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desirable and necessary in legislation in order that such legislation 
best be calculated to promote such development. 

Senator O’Manoney. That is precisely correct. 

Mr. Trerritt. We wish to note at this juncture that we have a deep 
belief that the need to promote such development is even greater now 
than it was in 1920. As one of the reasons for this belief, we would 
point to the recent war, which has demonstrated the vital part which 
the oil resources of our country play in its security and well-being. 
We would point out that if the United States had not, during the past 
several decades, developed its oil resources to the point where they 
were developed, it 1s most likely that we could not have won the war 
and we would point out further that the very fact that our enemies 
had not developed comparable oil resources was one of the greatest 
contributing factors of their defeat. Inasmuch as, with respect to 
our known reserves of oil, we are right now just about even with the 
point where we were when the war commenced, and in view of the fact 
that it appears that tremendous new reserves in foreign countries have 
been located and will be developed in the near future, it behooves our 
country, in order to maintain its position with respect to this vital 
resource, to increase its tempo of oil exploration rather than to do 
anything which might tend to allow it to decrease. 


BASIC LEASE AGREEMENT 


It is a fundamental premise of our comments with respect to the 
bill that we believe that the oil industry has, over a period of years, 
developed a basic lease agreement for use with landowners which is 
fair to the landowner and without which it is unlikely that there would 
have been the development of the Nation’s oil industry which has been 
made, and that as a corollary to this premise, it follows that the more 
deviations there are from that basic lease agreement, and especially 
if those deviations are detrimental to the oil industry, by just that 
much will the exploration and development of the country’s oil re- 
sources be retarded. | 

Especially do we feel that, with respect to the lands of the public 
domain, the lease agreement should not be less favorable than the 
lease agreement used generally in the oil industry, inasmuch as a large 
part of the public domain lands is in areas where the cost of explora- 
tion and development are much higher than they are in most other 
areas. This arises from a number of reasons, among which are the 
rough terrain of such lands, their inaccessibility to labor markets, and 
to materials and supplies, and to markets for production; all of which 
tend to make the cost of exploration and development of the public 
domain land materially higher than it is with respect to most other 
lands where oil exploration and development are carried on. 


ROYALTY RATES 


The propriety and equity of the customary 1214 percent royalty rate 
has, as to lands located in the Rocky Mountain region, been impliedly 
recognized by the Department of the Interior in the handling of 
Indian land leases. inasmuch as the majority of these leases carry a 
1214 percent royalty. 
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In connection with the costs of discovering new reserves, or wild- 
catting as it is generally called, it should not be overlooked that pres- 
ently the cost of wildcatting is probably the highest it has ever been 
in the history of the industry, wherefore there is less justification at 
this time than at any time in our history to reduce the return which oil 
operators may receive as a result of their exploration and development 
activities. 

The figures which have recently been submitted by a considerable 
segment of the oil industry in connection with the long-running and as 
yet unsuccessful campaign to increase the price of crude oil, would be 
most helpful either to prove or disprove the above statement, but un- 
fortunately they are not yet available, generally at least. 

I have hastily glanced over the figures which our own company com- 
piled in that connection and, while I have not had time to boil them 
down to any per barrel figure, nevertheless I have noted some signifi- 
cant facts. 

Thus, 1n 1938 and in 1944 our company drilled the same number of 
exploratory wells. The average depth of the exploratory wells in 1944 
was 40 percent greater than the average depth of such wells drilled 
in 1938. | 

Just how much this would increase the direct costs of drilling is 
problematical, but I think it would certainly be much more than the 
40 percent by which the average depth was increased. 

In addition, tlie large overhead incident to exploratory wells was 
five times as much in 1944 as in 1938—and we didn’t find as much oil 
in 1944 as we did in 1988, despite the fact that our rate of discovery 
was much better than the average for the industry. 

It is apparent from the foregoing that if the trend indicated by 
those facts continues, and if at the same time the royalty rate is in- 
creased, the oil industry must ultimately go broke. If the royalt 
rate with respect to the public-domain lands is greater than it is wit 
respect to privately owned lands, it means that while the larger com- 
panies may, in a desperate effort to maintain reserves, continue to 
explore on public-domain lands, they cannot continue to do so indefi- 
nitely unless they are especially fortunate. In any event, it is unjust 
and unfair that they should be compelled to undertake such risks. 


SIZE OF RECENT NEW FIELDS 


Senator O’Manonry. What about the size of the pools that have 
been discovered in recent years? | 

Mr. Trrriuu. In recent years there hasn’t been a really large pool 
discovered that I can think of—none in the last 10 years. The Elk 
Basin is an important discovery. Of course, it doesn’t compare any- 
thing with the east Texas or Oklahoma City field. There hasn’t been 
a really major large-size oil field discovered in the last 10 years, I 
believe, anything to compare, we will say, with Oklahoma City or 
east Texas. Of course, the Elk discovery was a very significant one, 
but, on the other hand, Senator O*Mahoney, of course, as you know, 
the discoveries have been in the past few years very minor discoveries. 

A number of discoveries have been made but the pools are small and 
yet they have required deep drilling and expensive drilling to find 
these relatively smaller discoveries, all of which has been the con- 
tributing factors of the increased price per barrel of discovering oil. 
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Senator O’Manoney. One of the reasons why I introduced and 
worked for the passage of the Synthetic Fuels Act was that facts 
which were available to us at the time of the introduction of the bill 
indicated that the size of new fields which were being discovered 
was much smaller than previously, indicating the necessity of de- 
veloping new reserves of petroleum. The theory was that if we were 
going to run out of large new fields we had better prepare for the 
development of liquid fuel from oil shale and from coal. 

Mr. Territu. There has definitely been that trend in the past sev- 
eral years. The average size of the discoveries has been smaller. 

Now, the remarks I had been making there with respect to the fact 
that even the larger companies were not really justified in this explora- 
tion of the public domains, and I was then going to make this state- 
ment that it means that the small companies are really not justified 
at all at this time in any exploration of lands on the public domains. 

Some of the small companies may attempt to explore the public 
domain lands in the belief that they may be better able to find oil than 
others in the industry, or in the hope that they will be just plain 
lucky, but the cold logic of all of the above factors emul, to all 
practical purposes, in the small companies’ being excluded from the 
public domain. This is certainly a result which Congress must wish 
to avoid. 

FLAT 12% PERCENT ROYALTY RATE 


Consequently, we urge that the royalty rate with respect to all oil 
leases on lands subject to the bill be fixed at a flat. 1214 percent. 

Mr. Duncan. Suppose it was in a proven area; would you still 
suggest 1214 percent? 

Mr. Territit. There is more room to argue that point. Now, as 
representing the committee, we have taken the position that the flat 
1214 percent is justified, as you could get the additional value from 
your cash bonus. 

For myself, personally, I wouldn’t argue too much on that point. 
I think you could make an argument on the other side that is more 
tenable in the case of wildcat leases, but it also is definitely arguable 
that you can recover the additional value from the cash bonuses 
that is paid for the lease. Of course, that is true, I think, in most 
States—in most State-owned lands; still, in proven areas, it still carries 
the 1214 percent and they could, on the cash bonus paid for that lease, 
make up that difference in value. 

Of course, you know the Indian leases in the Osage down there in 
Oklahoma have sold for enormous prices. The cash paid for those 
leases have been tremendous. So they have really recovered the addi- 
tional value from the cash paid rather than the larger royalty. 

Senator O’Manoney. What is the effect of the bonus system upon 
the opportunity of the small independent operator? 

Mr. Trerrity. Well, Senator, I believe the independent operator 
needs more help in getting together areas where he can explore lands 
to get something at a relatively low price and expend his time and 
effort and money to try to build it up into something worth while. 
Most small operators don’t go into areas that are already proven. 
I mean that is true even in privately owned lands because the prices 
where the area is already developed are too high for the small com- 
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pany, so you don’t usually find most small independent operators 
going into a very prolific oil field where the leases that are developed 
require a lot of money to buy. 

Senator O’Manoney. Your position, as I understand it, is a flat 
1214-percent royalty would induce the wildcatter to go into the search 
of new sources of oi] and he would not be subject to the competition 
of any bidder with a large amount of cash because, it being unproven 
territory, the cash wouldn’t be put up? | 

Mr. Territi. That is right, sir. 

Senator O’Mauoney. Whereas, with respect to proven territory, 
while the land would be leased at a flat royalty the companies which 
eee it would compensate the Government by paying the increased 

onus! . 

Mr. Territy. That is right, and in that situation the public domain 
lands would be just the same as the privately owned lands are now. 
Now if someone is fortunate enough to have retained a nice track in a 
field which has developed around him, when that development is com- 
pleted around him that private landowner gets a tremendous price 
for his proven lease and it is very seldom that a small company ever 
steps in to compete with the larger companies for such leases. That 
is the way it is now with the private lands and that is the way it would 
then be with the public lands if you had the 1214 percent royalty and 
attempted then to get the increased value by reason of your larger 
cash bonuses. 

Senator O’Manonry. It has been suggested that a high royalty 
for large daily production would act as a detterent against economic 
development of a field. In times past the oil industry has suffered 
from excessive production. | 

Mr. Territy. That is right. 

Senator O’Manoney. And the suggestion is made that if a high 
royalty is charged for high rates of production we are much more 
likely to have an economic development. of a particular pool. What 
do you say to that? 

Mr. Trerritu. Well, it seems to me that that 1s somewhat the situa- 
tion. We have had a tendency to do that somewhat too much. In our 
legislation we have used our tax laws, it seems to me, many times un- 
wisely in an attempt to correct something that has nothing to do with . 
taxes in raising revenues. We use the tax laws sometimes as penalties 
and other times as a reward. In theory and principle it seems to me 
that approach is wrong. The same way here, 1f you have overproduc- 
tion I don’t think you should try to correct overproduction by a 
penalty to the Government by way of a higher royalty. There are 
other ways of correcting overproduction than by imposing this 
penalty and I think that in the last 10 years there have been frequent 
strides in that direction, so I think that argument might have been 
more yalid 15 years ago before these new controls had been developed. 

The Interstate Oil Compact Commission, I think, has been very 
effective in promoting the study and the desire for true conservation 
practices and the prevention of waste and the various States have taken 
a much more direct interest in that in the past 10 years. Most of the 
qil-producing States have legislation—conservation laws—which tend 
to a more balanced production consistent with proper practices. When 
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you get that you usually don’t get into overproduction. If you have 
production consistent with good conservation practices you don’t 
usually get into overproduction. 


APPALACHIAN FOREST LANDS 


We wish heartily to commend the sponsors of the bill on the point 
that the bill includes the Appalachian forest lands. We are mindful 
of the fact that the leasing of Government lands for 011 purposes was 
first vested in the Department of the Interior and that in the course of 
years that Department has become well versed in oil matters. , 

We are also cognizant of the fact that other governmental depart- 
ments, where oil leasing has sort of sprouted up from time to time in 
more recent years, are not oil-minded, and are, apparently, under- 
staffed, both as to quantity of personnel and as to experienced person- 
nel, to handle the leasing of lands for 011 purposes. Asa matter of fact, 
it has been found by the industry that in most other Government de- 
partments it is impossible, within any reasonable period, to obtain an 
oil lease—and inasmuch as the ability to obtain an oil lease within a 
reasonable period of time is usually as vital and necessary as the right 
to obtain it at all, we feel, as a practical matter, that the authority to 
lease all Government lands for oil purposes should be vested in an 
agency which is versed in such matters. 7 

Moreover, at present there is much confusion with respect to various 
types of Government-owned lands as to what agency in the Govern- 
ment has the authority to lease for oil purposes, or if any agency has. 

So that it would seem to us from every viewpoint that it would be 
highly desirable if the authority to lease all Government-owned lands 
were vested in one department. 

We might observe here that we recognize the fact that the Govern- 
ment ownership of lands has greatly increased in the past several years 
and has been diversified through a great number of its departments and 
‘agencies and that especially have a number of war agencies become the 
owners of lands so that it might be impracticable at this particular time 
to attempt to vest such authority with respect to all governmental lands 
within one department; however, we do feel this matter should be kept 
in mind by this committee, and while the inclusion of the Appalachian 
' forest lands is a large step in the right direction, the aim of vesting 
such authority in one department with respect to all Government lands 
should not be forgotten and should be actively pursued. 

Senator O’Manoney. I may say, since you brought the subject up, 
that some years ago I introduced a bill to that effect; particularly with 
respect to the lands which the Department of Agriculture has acquired 
under the submarginal purchasing program and are administering. 

The bill went to the Interior Department and to the Agriculture De- 
partment and the two Departments have been negotiating ever since 
without having come to any agreement. 

T rather imagine that some step forward will be made before we get 
through with this present effort to improve the law. 

Mr. Territt. We feel it would be very helpful. 
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ACREAGE LIMITATION 


Weare heartily in favor of the increase to 15,360 acres of leases per- 
mitted in any one State to any one person or entity, and the removal 
of the limitation that not more than 2,560 acres of leases may be owned 
by any one person or entity on one geological structure, and we likewise 
heartily concur in the provisions of the bill of permitting certain 
options without charging the acreage covered by those options against 
the optionee. 

In connection with the latter point, we feel it may be helpful to 
make these observations: 

In the mountain and basin areas, wherein a great part of the public 
domain lands are located, practically all of the known and obvious 
surface structures have been explored, wherefore the search for oil 
must now be conducted over large areas and by more intense and more 
extensive geological exploration and by geophysical explorations. 

Attention is directed to the fact that when exploration is com- 
menced with respect to areas which do not have sharply defined ~ 
structural conditions, the explorer may have only a general idea that 
within a large area and by the use of the methods indicated above a 
structure somewhere in that area may be located. 

Also, the more intensive geophysical exploration of the Rocky 
Mountain region within the past few years has shown in many cases 
that surface structures do not necessarily indicate the location of sub- 
surface structures; that is, there is often a very considerable faulting 
and shifting of subsurface structures so that if one takes rights with 
respect to a few thousand acres, relying on surface conditions, he may 
find that when he explores the area by geophysical methods that even 
though there is a structure it is so shifted that it is on lands with 
respect to which he has no rights. 

Consequently, in view of all these factors, 1t 1s necessary that much 
larger areas be permitted to be explored (with consequent mineral 
rights therein in the event drilling is warranted after exploration) 
than have been necessary in the past when the drilling has been only 
on obvious features and to shallower depths consistent with those 
obvious features. 

Moreover, if limited areas only are permitted for exploration, a 
company is not justified in the costs incident to geophysical explora- 
tion or 1n the cost of maintaining a division organization also neces- 
sary to successful exploration. 

‘he discovery of new oil reserves can only be effected by a weeding- 
out process which, of necessity, requires that exploration of very 
great areas. 

We do not feel that an unhmited opportunity in this regard would 
result in unreasonable ultimate holdings, and we do feel that unlimited 
opportunity in this respect is necessary if proper exploration and 
development is to be made of the public domain. Consequently, we 
feel that there should be no limits as to the number of acres, rights 
with respect to which may be acquired by option. 
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2-YEAR OPTION PERIOD 


In that connection, also, and in view of the fact that the period of 
the option as provided for in the act is for 2 years only, we do not feel 
that there is any necessity for the requirement that the exploration 
of the lands covered by the option shall be an obligation. 

There are too many uncertainties connected with geological and 
geophysical exploration to make a requirement that such exploration 
be an obligation of the optionee. — | 

Oil companies conscientiously attempt to forecast the amount of 
such work which they can accomplish but once embarked upon a 
project, unforeseen difficulties may extend the period of time required 
for any one project to many times its estimated period. Mechanical 
difficulties may occasion such extension of time—weather conditions 
may do so—and then there is always the possibility that favorable in- 
dications may make it a part of wisdom to expend a great deal more 
time on the prospect than would otherwise have been spent. 

Thus, the extension of such periods might very well throw com- 
pletely out of timing the estimate which a company has made with 
respect to all of its exploratory activities over a 2-year period and 
that company would then be in the position of being liable for dam- 
ages for being unable to conduct exploratory activities which it had 
agreed to do. 

The 2-year period of the option insures that lands will not be tied 
up for unreasonable’ periods and hence we strongly urge that such 
options carry only the right of geophysical and/or geological ex- 
amination and not the express obligation to conduct geophysical or 
geological examination. 


GEOPHYSICAL AND/ OR GEOLOGICAL EXAMINATIONS 


It is to be noted also that whereas the act specifies only geophysical 
examination, we have expanded that to geophysical and/or geological 
examination. There are many areas where geophysical examination 
could not reasonably be expected to add anything to geological ex- 
amination, so that there is no point in requiring a further useless 
expenditure of funds. The normal procedure is to examine an area 
geologically first and many times an area can be positively condemned 
on the basis of that geological examination. 

In such cases there would then be no occasion for geophysical 
examination. Moreover, we know that in some areas in the Rockies 
seismograph records have not been obtained. That is, we have tried 
to, but due to some conditions, you can’t get records when you run the 
seismograph over some areas. | 

Perhaps they could have been with more or different equipment 
and a greater expenditure of funds—perhaps they couldn't. 

In a particular case the operator might feel they couldn’t be ob- 
tained while the Survey may feel they could. Would the Survey’s 
decision hold and control ? Will the Department promulgate further 
regulations defining “geophysical examination” ? 

It is apparent from these few questions that the requirement of an 
obligation to conduct geophysical examination will raise further and 
exceedingly complicated questions and problems, and moreover, it 
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seems to us that it will result in the requirement of the expenditure of 
very large sums of money in the exploration and development of the 
public domain lands which again tends to exclude the small operator. 

Senator O’MaHoneEy. Suppose that the bill was so amended as to 
grant this option for a large area of land for geological investigation 
only, what, in your opinion, would be the effect of that grant upon 
geophysical examinations, would it tend, in your opinion, to bring 
about less geophysical and more geological examinations? In other 
words, would the operator react to the provision in this manner: It 
is not necessary to go to the expense of:a geophysical when we can get 
our option for geological survey only ? 

Mr. Terrmu. No, Senator, I don’t believe it would. After all, my 
company 1S a small company, but, nevertheless, when we start in to 
explore an area we approach it by steps. If it can be explored by 
geological exploration sufficiently and we feel that it is an area where 
the geophysical examination would not add anything to the geological 
examination, if we are perfectly satisfied from the geological examina- 
tion, we would drill a well on the basis of the geological examination. 
However, in most cases and especially up here in the Rockies if you 
are looking for deep production, the normal course of procedure is to 
make your geological examination first... Then follow it with a- 
selsmograph. 

Sometimes, as I said, though, you can condemn an area just on the 
basis of the geological examination. That is, after you have run your 
surface parties, sent your geologists out in the field and made a de- 
tailed examination af the obvious surface features—ones.that he can 
see. Sometimes he can tell from that examination alone that whereas 
it had theretofore been thought that there was a closure on one side 
that had been in doubt, by that physical examination he is able to 
see that there couldn’t possibly be a closure there. So you just wash 
that prospect out and don’t use the seismograph. | 

Senator O’Mauonery. The argument that has been presented for 
granting an option for geophysists is simply this: It is no longer pos- 
sible by surface indication to detect the presence, or lack of presence, 
of oi] deposits in these deeper horizons and therefore in order to justify 
the geophysical examination which alone in a preliminary way could 
detect the presence of oil deposits, it is essential to give a larger area 
for exploration than would otherwise be given. 

Mr. Terriut. Well, I agree with whoever made that argument to a 
certain extent. That is, as I say, in most parts of the Rockies and 
especially for deep production, I think it is true that we like to have 
seismograph exploration before we drill, if we feel that that seismo- 
graph examination will have any reasonable prospect of success. But 
by preliminary geological examination, sometimes. 

That is where I differ with him entirely—with whoever made that 
argument—you can in many cases positively condemn an area from 
your geological examination. That is, you can make it positive. You 
can run all the seismographs in the world over the thing and get the 
best records, but there wouldn’t be any structure shown by it. 

So that, in those cases, the requirement then that you follow your 
geological examination with geophysical examination would just be 
pending money foolishly without any need for it, no probability of 
any return from it, and then, again, as I say, there are some areas where 
you can’t get records from the seismograph. 
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Now, on the other hand, the Survey and the oil operator might 
have differences of opinion as to whether or not if he nt at it and 
spent sufficient money and maybe went broke in the process, you 
might get some records. 

That is why we are a little fearful of this absolute obligation. It 
is in the bill now, an obligation to conduct geophysical examination, 
and it seems to me it would offer a great many possibilities for diffi- 
culties along the line. 

Then, you will have to have a lot more regulations defining what is 
geophysical examination and how much—you just go out and move a 
seismograph crew on a lease and have it there for 2 days; would that 
do at Or do you have to go over every foot of the lease of the opera- 
tion { 

Senator O’Manoney. I think that would hardly be very important 
if there were a time limit on the option because then the optionee could 
decide whether or not on the basis of 1 day or 2 days geophysical or 
under no geophysical he should begin operation. The point of it all 
is to induce development. 

Mr. Trerriti. Well, we feel that the public-domain lands are pro- 
tected if these operations are limited to 2 years. That is not an un- 
reasonable time, especially in view of the short seasons we have to 
work in up here. 

That means then that we are going to have to go in and explore it to 
the best of our ability in order to make up our minds whether to drill a 
well and spend that money in drilling the well. The very working— 
the very nature—of the thing is such that if our preliminary geolog- 
ical examination is favorable we are going to work the geophysical 
‘because we wouldn’t want to drill a well up here in the Rockies with- 
out—we don’t ordinarily for deep production—we don’t drill wells 
up here until we have seismographed so that if we had an option on 
100,000 acres up here—a 2-year option—we would certainly during 
that 2-year period do all the examination that seemed necessary in 
order to make up our minds whether or not we are going to spend the 
money drilling that well. We would do all our examination in that 
2-year period. Otherwise, we would lose the right to take leases on 
that area. It just works out, it seems to me, from the nature of what 
we are trying to accomplish, that during that 2-year period we will 
examine the areas covered by our options in every way that we feel 
necessary in-order for us to make up our minds as oil operators that 
a well is justified to be drilled. 

Mr. Epeste1n. If the bill were to give the alternative to do the 
geological or geophysical exploration, would you still object. to the 
obligation ? 

Mr. Trerrtuu. I would, yes; for the reasons stated. There are some 
places where you don’t need geophysical examination where you van 
condemn it on the basis of geological examination. For that reason 
I would object and, for the second, another minor point, sometimes 
you can’t get records. You can run a seismograph over an area and 
not get records. 

Mr. Epetstern. I don’t understand. If you had a choice of either 
aie Ai or geophysical exploration, you could pursue either one. 

ould you object to being obliged or a mere right to do these things? 

Mr. Territt. No, I wouldn’t object if we had geological or geo- 
physical. 
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SECTION 30—ASSIGNMENT OF LEASES 


At this time we would direct your attention to section 30 of the bill. 
By reason of provisions in the usual lease form and except in one or 
possibly two of the States, all except governmental leases are freely 
assignable either in whole or in part and either as to divided or undi- 
vided interests therein, and any such assignment does not destroy 
the wholeness or the oneness of such lease. — 

Also, the lesesee may freely relinquish or surrender all or a part of a 
lease. The latter matter of the right of free relinquishment or sur- 
render has not been permitted in the past pursuant to the Federal 
Leasing Act but is provided for as to the original lessee by S. 1236, 
which we heartily approve. 

It should also be extended to assignees and sublessees. However, 
the free assignability and maintenance of the wholeness of the lease 
which is not now presently true with respect to governmental leases 
is not effected by the bill—and we think it should be. 

Historically, both the Legislature and the Judiciary have frowned 
upon restraints upon alienation, and we see no reason why the policy 
of the Government with respect to oil leases should be contrary to this 
fundamental principle. The right to dispose of property is one of 
the valuable adjuncts of its ownership, and the requirement of ap-_ 
proval of a third party to any disposition substantially decreases the 
value of that which one owns. 

That value is also decreased if, by virtue of a disposition of the 
property, the obligations incurred by the transferee are more burden- 
some than were the obligations of the transferor when he owned the 
property. | 

Consequently, we feel that assignments of governmental oil and 
gas leases should not require the approval of the Secretary of the 
Interior and should not result in the creation of two leases where 
only one existed before. 

A lessee may relinquish as to all or a portion of his lease, and it 
seems to us to follow logically that if a lessee may relinquish as to 
all or a portion of his lease he should also have the right to assign 
all or a portion thereof to whomsoever he may wish, provided he is 
qualified to own a Federal lease. 

Also, it seems to us that if the Government leases to Mr. A a 640- 
acre tract, the lease on all of which may be validated by the drilling 
of one well, then there is no occasion for requiring two wells as to 


that 640 acres merely because Mr. A assigns a portion of the lease 
to Mr. B. 


APPROVAL OF ASSIGNMENTS 


As a practical matter, also, the requirement that assignments be 
approved by the Secretary of the Interior imposes a waiting period 
which can be very harmful to oil development. The Department 
has such a volume of work that it is impossible to get approval of 
assignments with any degree of promptness. | 

Such matters at this time require months, even when actively 
pursued. When assignments are made it is not unusual that they are 
made in connection with actual drilling commitments and, at the 
least, it would retard development if effective assignments cannot 
promptly be secured. 
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In some cases, it will probably not only retard development but 
may in specific cases prohibit development of particular areas. 

onsequently, we strongly urge that the bill in this respect be 
brought into conformity with the like situation which obtains almost 
universally throughout the industry—that is, the assignments to 
qualified persons may be effective without the approval of any third 
party, in this case the Secretary of the Interior, and that an assign- 
ment of either a divided or an undivided portion of the lease does 
not destroy the oneness or wholeness of the lease. 


ASSIGNMENT OF A PORTION OF A LEASE 


Senator O’Manuoney. Now, that would have the effect, would it not, 
of centering all of the obligations of drilling upon the unassigned 
portion, leaving the assigned portion free from any obligation of 
drilling? 

Mr. Territt. No; unless production is where—you get an original 
640-acre tract issued to Mr. A and he assigns the east half of it to 
Mr. B. Now, our opinion is, say it is a 5-year lease, that a well drilled 
anywhere on that 640 acres, either on the east half assigned to Mr. 
B.or the west half retained by Mr. A, a well drilled anywhere on 
there within the 5-year period validates the whole piece. 

Senator O’Manoney. You are speaking of the prospective lease—— 

Mr. Terry. Oh, yes. 

Senator O’Manoney. Not of the producing leases ? 

Mr. Territt. Of the producing Jeases—let’s see what would be 
the situation there. Well, if you have producing leases I don’t see 
how that problem is involved in any way. If the lease is already pro- 
ducing, then, and suppose I have wells only on the west half of my 
lease and I assign the east half to Mr. B. There is no further drill- 
ing requirements except for offset drilling pursuant to all the expressed 
and implied obligation of the lease. 

Senator O’Manoney. You have still your obligation of reasonable 
development. 

Mr. Trerrity. No; I wouldn’t segregate that so that it is an offset— 
requires offset drilling. 

Senator O’Manoney. Your principal objective, as I see it, is that 
with respect to 5-year prospecting leases, that drilling on any portion 
of such a lease should inure to the benefit of the entire lease? 

Mr. Territy. That is right, sir, and for all purposes. I don’t see 
any reason why the matters we advocate here shouldn’t be applicable 
to all leases. Again, I can’t see why if the reasonable development 
clause didn’t require the drilling of wells on the east side of that lease, 
then the fact that I assign the east side of that lease to Mr. B shouldn’t 
change the factual situation as to the necessity for those wells. If 
they were required by reasonable development before, they would 
still be required by reasonable development. But you shouldn’t say 
they should be required now by reason of offset wells. 

Senator Ropertson. Mr. Terrill, referring to the suggestion 
by the Rocky Mountain Oil & Gas Association, I feel that their 
suggestions regarding section 30 somewhat tally with yours. If you 
will turn to page 14, line 9, starting with section 30. Well, the 
legislative committee of the Rocky Mountain Oil & Gas Association 
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suggest deleting the words “Subject to final approval by the Secretary” 
and starting that section with “Any lease * * *.” Then on line 
12, delete the word “approved” and put in “assigned.” 

Mr. Terriuy. Yes. 

Senator Rozertson. And does that pretty well cover your views! 

Mr. Terriuy. I had also taken on my own hook a swing at amend- 
ing section 30 here and I was going to mention it a little later on 
in this statement that our committee has a definite suggestion as to 
rewording that we would be glad to submit for detailed consideration 
with whomsoever may be designated to do so. We didn’t want to 
clutter up this hearing too much today with a lot of detailed con- 
siderations of change in language, but we do have some definite ideas 
as to changes that might be considered. | 

Senator O’Manoney. The committee will be very glad to have you 
submit any such detailed suggestions to Mr. W. H. McMains, clerk, of 
the Senate Committee on Public Lands and Surveys. 

Mr. Duncan. Mr. Terrill, may I ask you a question? Supposing 
you are the original lessee and you put up the bond; do you want 
to be responsible for the acts of the other assignees on the other part 
of the 2.560 acres or 640 acres? 

Mr. Territyi. In my idea of changing section 30, I have provided as 
to that that he put up his bond to cover his obligations and you are 
released from your obligations on your bond when the assignment 
becomes effective and he gets his bond up. 

You would have two bonds—one covering the obligations that I, 
as assignor retain, and the other bond covering the obligations which 
the assignee assumes by virtue of the assignment. 

Mr. Eperstern. When would the assignment become effective, ac- 
cording to your suggestion ? 

Mr. Territi. I would have it become effective when the assignment 
is filed. Let’s say at the proper land office. We had in mind when 
we discussed that that the assignment would become effective when 
a copy of the assignment is filed and when the bond of the assignee 
is posted and he shows his qualifications to hold the lease. 

Mr. Duncan. On producing and drilling relief, would you provide 
in your change in the leasing law that each assignment would be 
separate as to the effect on drilling and producing relief? In other 
words, you were operating, or you had a production you wished to 
shut down. You signed the part of the lease to carry on drilling 
operations. You would be entitled to relief from rental, but if it is 
all carried as one lease, the operations anywhere would cause you to 
pay rental without you providing that that be separated ? 

Mr. Terriut. Well, I don’t believe I had particularly directed my 
thought to that portion of the matter. 

Mr. Duncan. Our leases are so large—2,560 acres—that it does 
have quite a bearing on costs. sa 

Mr. Trerritt. But if you have separate operations, 1t seems to me, 
as to that portion of it, you would consider the situation of each 
operator as to his costs. Now, one portion of the lease might have 
older wells or smaller wells and the other portion have somewhat 
smaller wells and the other portion have larger wells or newer wells 
and it seems to me in that respect you would have to take the con- 
dition of each operator as to the wells he operates. 
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Mr. Duncan. On the other hand, you want it to remain as a sepa- 
rate entity and on the other hand you would like to have it divided? 

Mr. Trrriitu. I don’t see that the lease need be considered in con- 
nection with the relief from operations. That seems to me to pertain 
to wells. Now, it seems to me, whether a lease might be 2,000 acres 
or it might be 20 acres, it is the fact that you have a large lease or a 
large number of wells on the lease—it is the kind of wells that make it 
necessary to have relierf, not the fact that you have a 2,000-acre lease. 
n seems to me it is the conditions of the wells that should determine 
that. 

Mr. Duncan. Not on public lands. You shut down all operation 

te get the rental relief and I think the law would have to be changed 
a little. 
_ Mr. Terry. It might have to be changed. I think it should, then. 
My recommendation would be that if the law would be required to 
be changed in order to effect that, it should be done, so that that relief 
should pertain to operators and not to leases. 

Senator O’Manoney. I might say, Mr. Terrill, that an assignment 
should not become effective until the bond has been approved by the 
Secretary. 

Mr. Territu. No; I didn’t mean approval; I mean just to file the 
bond. | 

Senator O’Manoney. Suppose an inadequate bond were filed, then 
the original lessee would be bound. 

Mr. Territit. That is true. The original lessee will have to satisfy 
himself that his assignee is qualified to hold a lease and that the bond 
that his assignee has is an adequate one. 

Senator O’Manoney. May I ask if, as a matter of fact, the objective 
which you have in mind is that with respect to prospecting leases a 
discovery well on any part of the over-all lease should imure to the 
benefit of the whole lease? I can understand that an independent 
having a 640-acre lease might be able to finance his operation by sell- 
ing portions of the lease to persons who are willing to speculate on the 
possibility of discovery by paying a substantial sum for such assign- 
ment and it occurs to me to ask whether or not if a provision were 
written into the bill that with respect to prospective leases a well upon 
the original lease should inure to the benefit of the whole it would 
retain the principal objective you have in mind? 

Mr. Trerriti. It would to some extent. 

Senator O’Manonry. What other objective do you have in mind? 

Mr. Terriwz. Not only an objective but also, as I say, it seems to 
me that it is fundamentally wrong to require the approval of a third 
party to the assignment of your property. Now, as I mentioned in 
there, restraints upon alienation have always been frowned upon. The 
right to dispose of one’s property is a valuable portion of the value of 
that property. If I have to get the approval of some third party in 
order to do something with my property, that property really has 
less value than if I didn’t have to get the approval. 

Now the time element is one thing. If you had something, as you 
suggested, in the law—it sounds all right, but even so, large companies 
don’t usually like to part with their money until they have gotten 
that which they are buying. So that if I made a deal with one of the 
major companies now to buy a half independent interest in some 
Federal lease I have out here and I want to start drilling on it next 
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month, if we still have to get the approval of the Department for 
that assignment, that is going to take anywhere from 6 months to a 

ear 
: Senator O’Manoney. What is the practice? 

Mr. Terri. And they won’t give me their money until I get the 
assignment approved, if it only is going to require approval by the 
Secretary. 

Senator O’Manoney. What is the practice with respect to large 
tracts of land? 

Mr. Territy. They are freely assignable. 

Senator O’Manoney. The owner of the land ? 

Mr. Terrmz. Has no right to approve or disapprove assignments. 
They are freely assignable, as I mentioned in here, except in one or 
possibly two States where there are some restrictions on that. But 
almost universally, by virtue of the provisions in the leases, as this 
oe be by virtue of the provisions in the bill, leases are freely assign- 
able. | 

There are some technical points involved in the wording of the 
bill which may require some further study in order to determine their 
exact effect, and whether or not the results are desirable or should 
be otherwise. 


SECTION 17 


For example, let us consider the fourth paragraph of section 17, 
which reads: 

Leases issued for a term of twenty years pursuant to the Act shall continue 
in force and effect in accordance with the terms of such leases and the laws 
under which issued. 

This implies that all leases issued since 1935 under the act of August 
21, 1935, would be modified even as to the lease terms to conform to 
the provisions of this act, whether the lessees wished it or not. If any 
lessee should happen to object, a constitutional question would arise 
as to the validity of this provision. 


SECTION 4 


Section 4 of the bill provides: 


No repeal or amendment made by this Act shall affect any rights acquired 
under the law as it existed prior to such repeal or amendment, and such right 
shall be governed in all respects by such preexisting law. 

This provision is in conflict with the fourth paragraph of section 
17, and these provisions should be made consistent. 

Section 4 was doubtless designed to protect certain rights of per- 
sons holding leases under now existing or previously existing pro- 
visions of the act. And yet apparently in the desire to protect these 
rights little consideration has been given to the question as to whether 
the holders of existing leases, or rights thereunder, are entitled to 
ee a in the many rights, benefits and privileges of the proposed 

ill. Among these may be enumerated: - 

1. A flat one-eighth royalty, if fixed by this bill when passed; 

2. The larger scope of the discovery royalty provision; 

3. The new provision relating to the $1 per acre rental; 

4, The new surrender right; 

5. Such new assignment right as may be provided by the bill; 
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6. The right to have someone other than the Secretary control the 
rate of degelopinent and production ; 

7. Freedom from oil price fixing by the Secretary ; 

8. Additional time provided by drilling rather than insistence ‘on 
completion. 

These matters are all fixed by contract in existing leases, and it 
would hence seem that the benefits of the new amendment would be 
limited to leases hereafter issued. Even in the matter of acreage 
limitations it is not wholly certain whether existing leases will have 
the benefit of the proposed amendment. If the benefits of the present 
bill are to be limited to leases hereafter issued, the effect of this bill 
will be extremely limited for a long time, and the oil industry will 
find itself greatly disappointed. Furthermore, the situation will be 
very confused. The former text of the amended sections of the act 
will have to be preserved, and will still apply to existing leases, and we 
will in effect have two leasing acts, two sets of regulations, and two 
sets of procedures, each relating to a different class of leases. To 
avoid such a situation it would seem that we ought to follow the 
precedent of section 2-A of the 1935 act, and by amendment of this 
bill accord to all present lessees the right to exchange their present 
leases for leases under the new amendment. 

Nearly all of the owners of outstanding leases would take ad- 
vantage of this provision, and the benefits sought by this bill would 
be made available to all who desire it, and only a few would consider 
that some special advantage in their existing leases would outweigh 
the advantages offered by this bill, and would retain their leases, as 
they have, and should have a legal right to do. 


OTHER SUGGESTIONS 


Likewise, there are numerous minor suggestions as to exact 
phraseology which we feel might profitably be gone over in detail 
with those who will carry this bill through to its ultimate conclusion 
but which probably need not be gone over in detail at this public 
hearing. 

In this connection, I would suggest that the word “may,” line 7%, 
page 5, of the printed bill should be changed to “shall”—and there 
are other details in connection with the bill which might bear further 
discussion. 

With respect to most of the comments which have heretofore been 
made, the association has some concrete suggestions as to changes in 
the wording of the bill which we will be glad to submit to whomever 
may be designated. 

In addition to the foregoing, there are other aspects of the general 
problem which were considered by our committee and were agreed 
upon as to desirability, although the committee was not certain that 
Senate bill 1236 is the best occasion for attempting to achieve the 
results which we do desire. 

However, inasmuch as the sponsors of this bill have evidenced their 
- interest in fostering the mutual welfare of the Government and the 
oil industry, we feel that it 1s not out of place at this hearing to bring 
these matters to your attention. 

There is widespread dissatisfaction with the governmental lease 
form and with the sweeping authority with which the Department of 
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the Interior has invested itself to direct and control the activities and 
operations of governmental lessees and the expenditure of their 
moneys. 

I believe I am safe in saying that no responsible oil company would 
voluntarily enter into a lease agreement on the form of the govern- 
mental lease unless it were forced to do so. It would not enter into 
any such lease form with a private landowner and it only does so 
with the Government because that is the only way in which it can 
obtain a Government. lease. 

Title 80, United States Code, section 189 (the act of February 25, 
1920, sec. 32), reads as follows: : 

The Secretary of the Interior is authorized to prescribe necessary and proper 
rules and regulations and to do any and all things necessary to carry out and 
accomplish the purposes of sections 181-194, 201, 202-208, 211-214, 223-229, 
241, 251, 261-263 of this title, also to fix and determine the boundary lines of any 
structure, or oil or gas field, for the purposes thereof. 

Such expressions as “approved by the Secretary,” “as the Secretary 
may determine,” “when the Secretary may direct,” and similar ex- 
pressions, appear 24 times in the lease with respect to the nature and 
timing of the lessee’s operations in his search for and development of 
oil and gas responsive to the lease. 

The statutory provisions, together with the lease form promulgated 
by the Department of the Interior and the rules and regulations issued 
by the Department of the Interior, subject to the act above quoted, 
result in the absolute control of the lessee’s activities. No lessee would 
agree to this with a private landowner and no lessee should be forced 
to agree to this with the Government. In effect, the Government 
seems to say that the oil industry does not desire to find and develop 
oil and gas reserves, or that if it does have such desire it is not smart 
enough to do it. The record of the oil industry for the past half cen- 
tury, and particularly during the past 5 years, is, we feel, a complete 
answer to that attitude. The oil industry of the United States has 
more than set the pace for the industry throughout the world and has 
been one of the most potent factors in the industrial leadership of our 
country and in the successful prosecution of the war. 

This patronizing attitude of the Government toward the industry 
seems to us to be entirely unwarranted. It seems to us to be wholly 
contrary to the American sense of the fairness and fitness of things— 
that where two contracting parties have agreed upon the fair divi- 
sion of speculative profits which may be realized and in a venture 
where one party expends all of the money and effort required and 
takes all the risk—that the other party shall have the direction and 
control of the expenditure of the money and efforts of the party who 
takes all of the risk in that respect. | 

In the foregoing I do not mean in any way to detract from the 
splendid work which the United States Geological Survey has per- 
formed for these many years, nor do I feel that the affirmative appli- 
cation of the foregoing remarks would retard the development of the 
Survey. Its work should and can go forward without any hindrance. 

However, no two groups of experts ever, or, at least, seldom ever, 
exactly agree on a modus operandi—and my whole point is that where 
there is a divergence of opinion between the Survey and an oil lessee 
the judgment of the latter should be allowed to prevail, inasmuch as 
It is the oil operator’s money and risk which are at stake. 
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SIMPLIFIED LEASE FORM 


For my own part, I have advocated that a simplified lease form 

more consistent with that in general use in the industry be made a 
art of the Leasing Act and that section 189, title 30, of the United 

Bente: Code, be amended by adding to the end of the first sentence, 
which is the one I quoted previously, the following proviso: 

Provided, however, That none of the foregoing shall ever be inconsistent with 
the provisions of leases issued pursuant -to this title nor adversely affect the 
rights of lessees thereunder. 

The general feeling seems to prevail, however, that an attempt to 
secure this reform might endanger the adoption of the bill, and that 
hence it is better to attempt to obtain such benefits as the bill affords 
rather than to fight for all to which the industry feels it is entitled. 
Consequently, the association does not advocate these additions to the 
bill, although it does feel that they are desirable and justified. 

And I do feel that it can be stated that the industry will never feel 
that Congress has adequately taken care of the promotion of 011 explo- 
ration and development of the public domain until this situation is 
remedied. | 


SUMMARY 


To summarize, then—our association, representing a large segment 
of the oil industry, is appreciative of the interest of Members of Con- 
gress who have proposed this amendment of the Leasing Act, and for 
the reasons given we fee] that the changes of the Leasing Act proposed 
in the bill will promote the discovery and development of the Nation’s 
petroleum resources, but we do believe, further, that a few other 
changes and additions are needed to more fully achieve that aim—the 
principal ones of these further changes and additions being: 

First. A flat 1214 percent royalty. 

Second. The removal of all acreage limitations with respect to op- 
tions. 

Third. The change with respect to options so that the right to con- 
duct geological and/or geophysical examination shall be substituted 
for the obligation to perform geophysical examination. 

Fourth. The right of free assignment to qualified persons of leases 
and of divided and undivided portions thereof. 

Fifth. Certain further study with respect to some of the language 
of the bill. 

Sixth. Some reformation with respect to the lease form and the 
rules and regulations of the Department of the Interior even though 
this not be made as part of Senate bill No. 1236. 

Senator O’Manonery. Thank you, Mr. Terrill, for appearing before 


us. 
Mr. A. E. Johnson, will vou take the stand ? | 
Senator O’Manonery. The next witness is Mr. A. E. Johnson. 
Mr. Jonnson. Mine will be rather short, Senator. 
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STATEMENT OF A. E. JOHNSON, PRESIDENT, ARGO OIL 
CORP., DENVER, COLO. 


Mr. Jounson. My name is A. E. Johnson. I am president of Argo 
Oil Corp., an independent producer of crude oil. We operate in 
Wyoming, Kansas, Oklahoma, Texas, and New Mexico. 

I should like to say first that I believe the Leasing Act as it now 
stands is definitely in need of amendment. Because of the fact that 
Federal leases have always provided for a sliding scale royalty which 
is in excess of the 1214 percent carried by ordinary commercial leases, 
and because operations on Federal lands are frequently made compli- 
cated by regulations promulgated by the Department of the Interior, 
it has heen our policy for some years to avoid Government leases 
wherever possible and to spend our exploitation budget on fee lands, 
principally in Texas. 

In general we have found that our operations on private lands 
are much less involved than those on Federal lands. | 

Another difficulty encountered in Federal leases is the limitation on 
the acreage one person or one company may hold. There is of course 
no acreage limitation on fee lands. 

In discussing the amendments to the Leasing Act I believe that 
considerable attention should be paid to the Government’s rights so 
far as its royalty oil is concerned. I feel that the Government should 
have the right, if it so elects, to have its royalty oil sold along with 
the operator’s working interest oil and at the same price which the 
operator receives, 

If the Government is dissatisfied with the price which the operator 
receives, then the Government should have the right to take its oil in 
kind and that is all. Under no circumstances should the Government. 
have the right to demand from the operator more money for its oil than 
the operator is receiving from its purchasers. 

My company has had a particularly bad experience on this point. 
Several years ago, when Lance Creek crude was selling for 77 cents, 
the Government decided—after the oil had been sold for 77 cents— 
that the oil was really worth considerably more than 77 cents and 
they demanded that we pay them the difference. 

earings were held here and there, and we were put to considerable 
trouble and expense trying to show that we too would like to get as 
much money for our oil as we could and the only reason we weren’t 
getting more was that the purchasers wouldn’t pay for it. 

Nevertheless, 1t was finally decided that we had to pay the Gov- 
ernment 25 cents per barrel more for its oil than we received for the 
period July 1, 1939, to March 31, 1941. This additional 25 cents per 
barrel was paid under protest because of the fact that the Govern- 
ment threatened to cancel our leases if it was not paid. 

The possibility of a repetition of this sort of thing should be elimi- 
nated by amendment of the Leasing Act. 

If the royalty provisions of the Leasing Act were brought into line 
with those contained in regular commercial leases, and other provi- 
sions, such as those governing assignment and surrender, were sim- 
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plified, these leases would be considerably more attractive to us. 
Thank you, sir. 

Senator O’Manonry. Thank you, Mr. Johnson. Are there any 
questions? [No response. ] 

The next witness will be C. P. Watson. 


STATEMENT OF C. P. WATSON, VICE PRESIDENT, SEABOARD OIL 
CO. OF DELAWARE, LOS ANGELES, CALIF. 


Mr. Watson. My name is C. P. Watson. I am vice president of 
Seaboard Oil Co. of Delaware. I appear here representing not only 
my own company but the Oil Producers Agency of California and the 
Western Oil and Gas Association. 

I know all you gentlemen are familiar with the history of the Oil 
Land Leasing Act and the various amendments which have been made 
to it since its original adoption in 1920. But merely to refresh our 
recollections I desire to point out that it has been the policy of the 
United States in dealing with the oil and gas deposits in the public 
domain since long prior to the adoption of the Oil Land Leasing Act, 
to encourage the exploration and development of the public domain for 
oil and gas in times of shortage. 

Long prior to the Oil Land Leasing Act we had vast areas of the 
public domain withdrawn from location under the old placer-mining 
laws “as an aid to conservation” because of the then prevalent over- 
production of petroleum. In 1920, when the Oil Land Leasing Act 
was enacted, we had just finished World War I. We were suffering 
from a belief, at the time well founded, that we were “running out of 
oil.” That act, therefore, is illustrative of a liberal policy in dealing 
with the public domain. Oil and gas operators were encouraged to 
seek new discoveries on the public domain. The act was appropriately 
entitled “An act to promote the mining of coal, phosphate, o11, oil shale, 
gas, and sodium on the public domain.” It served its purpose well— 
so well, in fact, that during the next decade more oil was discovered 
than in any previous decade. 


UNITIZATION 


The first inroads on the liberal policy expressed in the 1920 act came 
with the amendments of 1930 and 1931 authorizing and permitting 
unit development and operation of public-domain lands. No one will 
deny that unit development is to be desired, and that it is an important 
step to proper conservation practices. Those acts failed to produce 
the desired result largely because of one provision written into each 
of them. This provision to which I refer required all cooperative 
and unit plans of development to contain a provision vesting in the 
Secretary of the Interior authority to alter or modify at any time in 
his discretion the rate of prospecting and development and quantity 
and rate of production under the plan. 

There have been few oil fields discovered in the United States in 
which all lands were Government lands. In the vast majority of 
cases Government lands are interspersed with lands owned by private 
persons in fee or by the respective States. Neither the owner of lands 
in fee nor the States have been willing to vest authority in the Secretary 


DEVELOPMENT OF OIL AND GAS ON THE PUBLIC DOMAIN 155 


of the Interior to control the rate of prospecting and development, and 
the quantity and rate of production from their lands. As a conse- 
quence, in most plans for cooperative or unit development, lands owned 
in fee or by States have been excluded, or included with qualifications 
which in effect. have tended to destroy the benefits which might other- 
wise have accrued. I am glad to see that in the proposed bill of Sena- 
tors O’Mahoney and Hatch this situation will be. corrected. 


ROYALTY PAYABLE TO THE UNITED STATES 


The next inroad on the hberal policy of the 1920 act is reflected in 
the act of 1935. That act substantially increased the royalty payable 
to the United States on account of production discovered on Govern- 
ment land. It virtually granted to the Secretary the power to tell the 
Government lessee when, where, and how deep to drill, or whether to 
drill at all. That act accomplished its purpose. Development of the 
public domain virtually ceased. 

Senator O’Manoney. The sliding scale of royalty was announced 
shortly after the act was passed and the Secretary from the very begin- 
ning had the right to charge and did charge much higher royalties. 

Mr. Watson. Commencing with the act of 1920? | 

Senator O’Manoney. Yes; and the act of 1935 prescribes that there 
should be a flat rate of 1214 percent on all oil up to 50 barrels. My 
recollection is that the rates provided in that law were actually lower 
sea the rates provided in the regulations which had theretofore been 
in force. 

Mr. Watson. That did not apply to lands prior to discovery ? 

Senator O’Manoney. That is right. There was the 5. percent for 
the one-fourth of the permanent area. 

Mr. Watson. I was making the distinction, Mr. Chairman, between 
the spirit of the two acts. 

Senator O’Manoney. I see. 


CALIFORNIA LEASES 


Mr. Duncan. Do you recall any lease in California that was drilled 

by oe 
r. Watson. An 

Mr. Duncan. Any lease that was drilled by permittee? 

Mr. Warson. In its original form ? 

Mr. Duncan. Yes. 

Mr. Watson. No; I do not. 

Mr. Duncan. They were all drilled by operators who paid the 
Government royalty of 5 and 614 percent? 

(No response. ) 

Mr. Duncan. Could I ask you the rate of royalty the Kern County 
Land Co. paid? 

Mr. Watson. My recollection there is it is a sliding scale running 
from a sixth to a fourth. Are you familiar with their oe form? 

Mr. Duncan. No, sir. | 3 

Mr. Watson. I would like to have you read their lease form. 

Mr. Duncan. Their minimum royalty is 25 percent, isn’t it? 

Mr. Watson. I think it varies with the size of the well and the rate 
of production. : 
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Mr. Duncan. In the State of California, what are the rates of 
royalty? 

r. Watson. You bid on that. 

Mr. Duncan. What is the minimum rate? 

Mr. Watson. It depends entirely on what you want to bid. I think 
it is 1214 percent, but the State of California does not permit any land 
to be opened for bidding unless it is proven—similar to the form for 
bidding on Government leases. 

Mr. Duncan. And your rental in California is usually larger than 
on Government lands? 

Mr. Watson. They are the same on standard, according to regula- 
tions. 

Mr. Duncan. Not the rentals on private land—they are larger on 
private lands than they are on public lands in California 4 

Mr. Watson. I think as a general rule they are. 

Senator O’Manoney. How large a landowner is this Kern County 
Land Co.? | 

Mr. Watson. Mr. Chairman, F believe that they own approximately 
150,000 acres in the southern portion of Kern County and since they 
have asked about that royalty situation I would like to point out that 
there are some unique conditions applicable to that rate. Not neces- 
sarily that I support and endorse those high rates, but the companies 
are allowed to go out and select blocks of acreage on which they can 
perform geophysical work and then select a certain amount of land 
which they then are compelled to drill on and on which the royalty 
rates are applicable. You do not pay anything for those options. 

Senator O’Manoney. You say they are compelled to drill when 
they make a lease? 

Mr. Watson. Yes; when they make their selections. Another 
unique condition that prevails with respect to the Kern County Land 
Co. The land that they own is peculiarly suitable for geophysical 
exploration work. It is one part of California that your geophysical 
records are very precise. 

Senator O’Manonery. How many records are there on this? 

Mr. Watson. Ten. 

Senator O’Manoney. Is there a limitation of acreage? 

Mr. Watson. There is not in the beginning but as the acreage began 
to be preempted they began to make limits to four sections and then 
later, but 

a O’Manoney. Do you know when the first well was drilled 
there ! 

Mr. Watson. Well, the operations have been conducted by the Kern 
County Land Co. on some property in the Fruitdale field, and that was 
started sometime about, as I recall, 1926 or 1927. But those were 
small wells. 

Senator O’Manonry. What was the royalty? 

Mr. Watson. On those early wells I believe it was a fifth royalty. 

Senator O’Manonery. What has been the minimum royalty during 
the history of this field ? 

Mr. Watson. Of this Fruitdale field on the Kern County Land Co., 
I recall it is a fifth. It may be as low asa sixth. 

Senator O’MaHoney. And what is the maximum? 
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Mr. Watson. In that field, I think, that is probably the maximum— 
a fifth—since their higher royalty scales were started about in 1934 or | 
1935 when they began to option their acreage for geophysical work. 

Senator O’Manoney. What is the rate of production ? 

Mr. Watson. Well, it is in accordance with the allocations that 
were made. 

Senator O’Manoney. What I probably should have said is what is 
the average size of the well ? : 

Mr. Warson It varies a great deal, Mr. Chairman. I would say 
that in the portions that the Kern County Land Co. owns in the Rio 
Brabba field that possibly those wells had an initial production of 
1,000 barrels per day. 

Senator O’Manonry. It was a rich area? 

Mr. Watson. It was a very prolific field. In the Tensections field 
I believe that their initial production was also about 1,000 barrels 
average. 

Mr. Duncan. The minimum royalty at this time is 25— is the in- 
formation I have and there is also a different provision that takes 
part of the gross proceeds. They require one field well to 10 acres of 
6,000 feet depth or less. One well per 10 acres if it is over 6,000 feet 
in depth. . 

Mr. Watson. Have you seen copies of the lease? 

Mr. Duncan. It is not available. 

Mr. Epriste1n. Do you know the average rates of the State leases 
in California? 

Mr. Watson. No;I donot. I can ascertain that for you. 

Mr. Epetsrern. Would you say it was higher than 1214 percent? 

Mr. Watson. Yes. 

Mr. Epetste1n. Substantially higher? 

Mr. Watson. I don’t know that it 1s higher. You understand that 
the leases are not granted until the area is proven; you are familiar 
with that, are you not ? 

Mr. Epetstein. What happens before they are proven? 

Mr. Watson: There is no approval from the State until they are 
treated by drainage. ; 

Mr. Epetsrein. Is there competition on a bonus ag well as a royalty 
basis? : : 

Mr. Watson. Competition on royalty. 

Senator O’Mauoney. Do I understand, then, that prospective leases 
are granted upon royalty bids? 

Mr. Watson. Yes, sir, on the State lands. 

Senator O’Manoney. So there is no distinction in the State of Cali- 
fornia between the prospective lease and a producing lease? 

Mr. Watson. In theory, there is no prospective lease. 

Senator O’Manoney. You made some reference to the lease form 
of the Kern County Land Co.; would you care to comment on that 
form for the record ? | 

Mr. Watson. As I pointed out before, Mr. Chairman, each agree- 
ment is a separate contract and jt contains variables which are nego- 
tiated, but the royalty provisions according to my recollection have 
a sliding scale between a sixth and a fourth. 

Senator O’Manonry. Would you recommend that the Congress 
adopt the Kern County lease form for public lands? 
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Mr. Watson. Well, if they wanted to lock up all of the public do- 
main it would be a very effective way of accomplishing it. 
Mr. Epeustein. The Kern County Land Co. has done pretty well 


by itself, hasn’t it? 


Mr. Watson. Your conditions are rather unique. You haven't 
considered all the surrounding circumstances. When anybody took 
on one of these leases it was after they had carefully surveyed the 
area with geophysical crews and they knew exactly that the structure 
was there. And you would be virtually buying or leasing proven or 
potentially proven land. . | 

Senator O’Manoney. Of course, it is obvious that when you were 
dealing with 150,000 acres and with the extent of the public domain 
you are dealing with absolutely different entities. , | 

Mr. Watson. Furthermore, the companies that have acquired those 
leases are entirely the large integrated companies, there is none of 
the independents with the exception of the Superior Oil Co. and I 
think one other company. : 

In the case of my own company we find that the terms are too 
onerous. . 

Mr. Epve.stern. I wonder if the witness can supply for the record 
a copy of the Kern County lease? 

Mr. Watson. They have no standard form of lease, but I will be 
very glad to furnish for the record 
; Mr. Duncan. What does the Southern Pacific incorporate in their 
ease ? 

Mr. Watson. Regarding the royalty provisions? 

Mr. Duncan. Yes. 7 

Mr. Watson. It is my recollection that it is a sliding scale of a 
sixth to a fourth, depending on the size of the wells. 

Senator O’Manoney. How much land does the Southern Pacific 
have in California? 

Mr. Watson. On the west side of the San Joaquin Valley they 
have—well, no; I would have to get those figures for you and furnish 
them for the record. 

Senator O’Manoney. Is it a substantially larger area? 

Mr. Watson. No; I would say that it is not as large as the average 
covered by the Kern County Land ownership. 

Senator Rosertrson. How did the Kern County Land Co. obtain 
their lands? 

Mr. Watson. This is original land grants. 

Mr. Evetste1n. Weren’t they confirmed Mexican land-grant lands? 

Mr. Watson. No; I think part of it is script. 

Senator O’Manoney. Did the title antedate the admission of the 
State into the Union? | 

Mr. Watson. No; it followed after. 

Senator O’Manonry. You said it was script land ? 

Mr. Watson. Part of it. Existing reserves which before the war 
were deemed ample became almost overnight inadequate. The need 
for additional reserves became a crying need. Senator O’Mahoney 
as early as 1942 recognized the need of liberalizing the Oil Land Leas- 
ing Act by offering some real reward for new discoveries on the public 

omain. 
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FLAT 12% PERCENT ROYALTY 


That act, fixing a flat one-eighth royalty for 10 years for new dis- 
coveries, went far toward accomplishing its purpose. But it didn’t 
go far enough. Deep drilling and hidden structures have made the 
finding of new fields more and more difficult and more and more 
expensive. Small independent campanies can no longer afford the 
risks of prospecting alone. The present tendency—and it has been 
a tendency growing for several years—is to spread the risk among 
a group of operators contributing toward geophysical work and the 
drilling of exploratory wells. 

The act of December 24, 1942, as presently interpreted by the Inte- 
rior Department does not take this factor into account. 

If a Government lessee contributes to the drilling of a test well which 
happens to be located on the lands of some other lessee, whether fee land 
or Government land, he receives no reward if a discovery is made, 
regardless of the size of his contribution, unless a unit plan has pre- 
viously been approved including the lands of all of the operators. 

I am again very happy to see that the proposed bill endeavors to 
remedy this situation and to permit a contributor to a discovery well 
to have a reward for the discovery commensurate with his contribution. 

The hearings held before the Special Senate Committee Investigat- 
ing Petroleum Resources have fully substantiated the need for addi- 
tional petroleum reserves and that the welfare of the country requires 
the finding of those reserves is well illustrated by the pending bill. 

I want to urge, as others have urged, the need for legislation which 
will subject to the Oil Land Leasing Act all lands of the United States, 
so that the oiloperator will have but one agency to deal with—the 
Department of the Interior—but one statute to consider, and but one 
set of rules and regulations and but one form of oil and gas lease. 

I am heartily in accord with the amendments which will be ac- 
complished by the bill, but I believe that in some respects they do not 
go far enough, and I wish to point out several matters which I believe 
should receive your considered attention. o 

In the first place, a vast majority of all commercial leases of fee 
lands are at a flat one-eighth royalty payable to the landowner. That 
rate of royalty has proven itself over the years. It has proven to be just 
and equitable not only to the landowner but to the oil operator. There 
seems little reason to require a higher rate of royalty to be paid to the 
United States than to the private landowner. 

No better evidence of the effect which a flat one-eighth royalty would 
have can be found than in the testimony of Mr. Harold J. Duncan, 
Chief, Conservation Branch, Geological Survey, before the Special 
Committee Investigating Petroleum Reserves. 

As I read Mr. Duncan’s testimony, it proves beyond a doubt that 
the one-eighth royalty reward offered by the act of December 1942 
stimulated activities on the public domain for oil exploration. I can’t 
emphasize enough my belief that a flat one-eighth royalty in all Gov- 
ernment leases would encourage the finding of new reserves on the 
public domain. 

The increased development which would be brought about by a flat 
one-eighth royalty would ultimately produce for the United States 
and the States, revenue far in excess of that which it is presently re- 
ceiving under the sliding scale and step-scale leases. High royalty 
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rates do deter exploration, development, and production. A few new 
oil fields at a flat one-eighth royalty will more than compensate for 
temporary reduction in revenue. | 7 


GOVERNMENT’S ROYALTY OIL 


There is one other matter that I want to pass upon in discussing this 
question of royalty. For years the Government, under regulations of - 
the Interior Department, has been computing royalty on the basis of 
sales, or, aS we in the industry say, on the “run tickets.” Recently, 
I have been advised that the Interior Department is going to change 
that practice; that from now on Government lessees must account for 
and pay royalty not on the basis of the oil and gas removed from the 
lease, but on the basis of the production at the well. 

‘Senator O’Manoney. May I ask Mr. Duncan if any such proposal 
is under consideration ? 

Mr. Duncan. I haven’t heard about it. I think I would have. 

Senator O’Manoney. As a matter of fact, are you not in charge 
of that branch 

Mr. Duncan. Yes. 

Se O’Manoney. Of the geological survey which would know 
that ¢ 

Mr. Duncan. Yes, sir. 

Senator O’Manoney. And do you want it to appear in the record 
that such a proposal has not been made im the survey ? 

Mr. Duncan. I wish it to appear that way. 

Mr. Watson. We have received instructions from the oil and gas 
supervisor in the State of California to account on gasoline and gas 
on the basis of production. Are you familiar with such an order? 

Mr. Duncan. Gasoline and gas—basis of actual well production ? 

Mr. Watson. That is the way we interpret the order—the instruc- 
tions. 

Mr. Duncan. I don’t know anything about it. I fail to see where 
gasoline would enter into the picture, anyway, a certain percentage 
of the total amount. | 

Mr. Watson. You, of course, recognize that there is some unavoid- 
able loss and wastage in the field, do you not, after it passes through 
the separator at the well head. 

Mr. Duncan. Yes. 

Mr. Watson. And you could realize the results on the lessee if he 
has to account for royalty purposes on production at the well? 

Mr. Duncan. Yes. I can understand that. I don’t know the cir- 
cumstances; there must be some special circumstances connected with 
it. Ifyou appeal we will no doubt hear from you. 

Mr. Watson. To go back. This will bring about great confusion, 
as there are in many cases no adequate means of gaging the produc- 
tion at the well head. 

Furthermore, there is necessarily and unavoidably some loss after 
production and before sale, which the lessee should not be required 
to bear. That loss is sometimes in quantity; more often it is in 
gravity, with the resulting change in price. I would suggest for your 
consideration, therefore, the addition of the words “removed or sold 
from said lease” after the word “production” in line 19, page 2, and in 
lines 4, 10, and 15 on page 3 of the bill. 
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My point is that the royalty should be at the specified percent “in 
amount of value of the production removed or fold from said lease.” 

We in the industry have come to believe that the Interior Depart- 
ment has disregarded the intent of Congress in establishing a royalty 
rate through a hidden increase under the guise of fixing the price of 
oil, gas, and natural gasoline for the purpose of computing the royalty 
payable to the United States. | 

The Secretary has never fixed a price less than that received by the 
lessee; on the contrary his regulations require a royalty to be paid on 
the higher of the prices fixed by him or received by the lessee. To say 
that royalty shall be computed upon a price fixed by the Secretary in 
excess of the market price which the lessee can receive for the produc- 
tion is but to increase the royalty payable by the lessee. 

The vast majority of the Government lessees are not the large inte- 
grated oil companies; they are not even refineries. Most of them are 
producers selling the production at the market price to pipe-line com- 
panies or refineries. They must take the price offered in the field. 
And that is true not only of 011 but also of gas and natural gasoline. 

In the last few years there has been a big lawsuit in California insti- 
gated by the Secretary of the Interior to recover large sums of money 
from the Government lessees in Kettleman Hills. Although judg- 
ment has not been rendered yet in that case, the judge has announced 
the basis of his decision. It upholds the right of the Secretary under 
one guise or another to fix the price of products for royalty purposes. 

The independent producers in Kettleman Hills will suffer by that 
decision. They have not been enriched by sales at prices lower than 
those demanded by the Secretary, and yet it is against them that 
judgment will be rendered. If the prices paid in Kettleman Hills 
were deemed unfair by the Secretary, the prompt remedy was to sell 
the royalty products at public sale. 

I notice that the proposed amendment to section 36 will remedy this 
situation with respect to oil, in that it provides that if the Secretary 
is not satisfied with the market price of oil prevailing in the field, he 
must elect to take the Government’s oil royalty in kind. 

I earnestly suggest that you gentlemen consider the advisability of 
enlarging that provision to include gas and natural gasoline. 


DELAY IN GETTING ASSIGNMENTS OF LEASES APPROVED 


I am convinced that an endeavor was made in the bill to do away 
with the delay incident to getting assignments of Government leases 
approved by the Secretary. But by requiring “final approval” rather 
than approval as a condition precedent, I think that the amendment 
largely destroys itself. 

With that language in the bill I do not think that any prudent op- 
erator will be willing to proceed until the “final approval” is obtained. 
I see no reason why the act should not be amended to permit assign- 
ments to be made freely by any Government lessee to any qualified 
person without approval either first or last by the Secretary. After 
all, the qualifications are not difficult to ascertain. They consist of (1) 
citizenship and (2) acreage. Both are better within the knowledge of 
the assignee than anyone else. If the bill were amended to permit as- 
signments to any qualified assignee without approval, first or last, it 
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would only mean that if occasionally any assignment were made to 
an unqualified person, that assignment would be void and of no ef- 
fect—the original lessee would still remain bound by the lease and cer- 
tainly no harm would be done. 


ACREAGE LIMITATION 


Another provision which has deterred development on the public 
domain has been the acreage limitations, which I am glad to see the 
proposed bill will substantially expand. As depletion of oil reserves 
under Government lands continues, there is a progressive liquidation 
of operators who operate exclusively or almost exclusively on public 
domain lands. The only way those operators can be kept in the busi- 
ness is to permit them, as their proven lands become depleted, to ac- 
quire new wildcat acreage for future discovery. 

A policy designed to encourage development of the public domain 
Should recognize that a producing property is a wasting asset. I urge, 
therefore, that you gentlemen consider the advisability of excepting 
from the acreage limitation all Government leases which have been 
in production for five or more years. I think sound policy will be 
served by this suggestion. 
~ I pointed out in my opening statement that deeper production and 
hidden structures will make the finding of oil more and more expen- 
sive. It is becoming a risk which must be spread among operators. 
As a consequence, many companies, as well as individuals, are assign- 
ing undivided interests in lands and leases owned by them to other 
operators so that an exploratory well may be drilled and the expense 
spread among the group. 

J understand that the Interior Department has indicated that where 
a Government lease is owned by two or more persons as tenants in 
- common, they will be classed as an “association” and the entire acre- 
age of the lease charged to each of them, thereby substantially reducing 
the ability of those participants to hold Government leases within 
the acreage limitations. For example, 1f my company were to take 
an undivided one-half interest in, we will say, 5,000 acres of Govern- 
ment land with some other company, under this ruling of the Interior 
Department my company would be charged with the full 5,000 acres 
and yet our participation would be limited to but one-half, or 2,500 
acres, 

. Senator O’Manoney. Mr. Duncan, have you any comment to make 
on that statement? | 
_ Mr. Duncan. No, sir. 
Senator O’Manoney. Do you know whether or not that is true? 
Mr. Duncan. No; I wouldn’t answer that. 
_ Mr. Watson. Has that matter been under consideration ? 
Mr. Duncan. Yes. 
_ Mr. Epetstrrn. I know that when the suggestion for the change 
was made which has been incorporated in the bill the feeling was 
that it was unnecessary, that under our present rulings for all practical 
purposes it is already the law. 
- Senator O’Mauonry. What is already the law? 

Mr. Epetste1n. That the acreage is not charged under the circum- 

stances described. 
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Senator O’Manoney. In other words, two persons in such an asso- 
ciation are not each chargeable with the full acreage? 

Mr. Epetstein. That is right, but only with a proportion of the 
acreage. I might be wrong about that, but-I am sure I am right. I 
am trying to refresh my recollection by reference to some notes. 
Maybe I will supplement my remarks later. 

Senator O’Mauoney. Very well. 

Mr. Watson. Such a decision would rapidly put even the smallest 
operator within the maximum of the acreage limitation. The ruling 
of the Department is also quite contrary to the general definition of 
the word “association” where there must be some centralized control 
which does not change with the change of ownership of the participat- 
ing interests. The cases and the Treasury decision almost universally 
hold that mere ownership and operation of property as tenants in 
common does not create an “association” within the meaning of the 
internal revenue laws. Therefore, I say the word “association” as 
used in section 27 should be defined to expressly provide that mere 
operating agreements whether or not coupled with an interest in the 
land do not in and of themselves create an association. If new reserves 
are to be discovered on the public domain, the industry and independent 
operators must have this protection. 


GEOPHYSICAL EXPLORATION 


I aiso notice that the bill makes provision for geophysical explora- 
tion on the public domain. Probably nothing will go as far in encour- 
aging exploration and the discovery of new reserves than this provision. 
No o1l company, however large, can contract in advance to perform 
geophysical work without knowing whether or not it can lease or 
option the acreage to be examined. 

Geophysical examination must be conducted over very extensive 
areas and you gentlemen know it is expensive, costing from $10,000 
~ to $15,000 per month, and it is quite impossible to obtain leases or 
options on these extensive areas at about the same time. In practice, 
options or leases are taken in given areas and if a large enough block 
can be obtained the geophysical work is then performed. In order 
for the suggested amendment to be of practical value, the language— 


when coupled with the express obligation to conduct geophysical examination of 
the leased land— : 


lines 18 and 19, page 10, must be changed to read: 
when coupled with the right to conduct geophysical examination of the leased 
land. 

PIPE LINES ON THE PUBLIC DOMAIN 


Lastly, I want to point out that section 28 as originally drawn and as 
it presently exists has a provision with respect to pipe lines constructed 
on the public domain. In practically all States, pipe-line charges are 
regulated by a public utility or railroad commission; and if the pipe 
line is in interstate commerce, its rates are regulated by the Interstate 
Commerce Commission. And yet this section provides that the owner 
of such pipe line shall transport oil “at reasonable rates” for the Gov- 
ernment or any citizen or company not the owner of a pipe line. Re- 
cently, I understand, an endeavor has been made to get the Secretary 
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of the Interior to fix rates of a pipe-line company upon the grounds 
that the tariffs on file with the Interstate Commerce Commission or 
with the State regulatory body are not “reasonable.” To have more 
than one governmental agency, whether it be State or Federal, exer- 
cising a rate-making power over the same utility, will truly be chaotic. 

It is my understanding that the Secretary of the Interior has enter- 
tained the petitions I have referred to, and although he has not as 
yet determined the question of whether the rates are or are not rea- 
sonable, that provision of the statute remains a threat which unques- 
tionably retards the construction of pipe lines over the public domain. 
I would like to suggest that a sentence be added to the end of section 
28 of the Oil Land Leasing Act which would provide in effect : 

Rates fixed by any State regulatory commission or by the Interstate Commerce 
Commission shall be conclusively deemed to be reasonable rate within the mean- 
ing of this section. 

In conclusion, I want to state that on behalf of the California oper- 
ators represented by me I have endeavored to point out constructively 
what we believe will materially strengthen the proposed bill and will 
further encourage the finding of new oil reserves. I can only express 
to you our sincere appreciation of the efforts of you gentlemen in en- 
deavoring to assist the oil industry to meet its public responsibilities. 
I thank you, Mr. Chairman. 

Senator O’Manonery. Thank you, Mr. Watson, for your remarks. 

The next speaker I have on my list is Mr. Rodman. 

Will you come forward, Mr. Rodman ? 

Mr. Ropman. What I planned on saying has been much better said 
by others. In view of that I prefer to rest. Thank you. 

Senator O’Manonery. Mr. Ben Parker will be the next speaker. 
Will you take the witness chair, please. 


STATEMENT OF BEN H. PARKER, VICE PRESIDENT, FRONTIER 
REFINING CO0., DENVER, COLO. 


Mr. Parker. My name is Ben H. Parker. My address is 702 First 
National Bank Building, Denver 2, Colo. I am vice president of the 
Frontier Refining Co. and am in charge of that company’s leasing 
and exploration activities. 

I wish to express my appreciation to Senator O’Mahoney and Sen- 
ator Hatch for their interest in the proposed changes in the Leasing 
Act and to thank the subcommittee of the Committee on Public Lands 
and Surveys for-this opportunity to express my views with regard to 
the proposed bill which would enact important and desirable changes 
in the Leasing Act. 


FLAT 12% PERCENT ROYALTY 


I wish especially to indicate my belief that a flat 1214-percent roy- 
alty with respect to Government leases is essential for adequate explo- 
ration and development on Government lands. The company with 
which I am affiliated became active in the exploration phase of the 
industry only about 214 years ago. 

We have found that, owing to our late entry into exploration ac- 
tivities in the Rocky Mountain States, areas available to us for pros- 
pecting and as yet untested are all extremely difficult and costly to 
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prospect and from a geological point of view do not possess produc- 
tion possibilities which will permit our continued prospecting if we 
are compelled to operate leases with sliding-scale royalties. 

Our entire exploration program is budgeted and based on the flat 
1214-percent royalty granted for discoveries made during the war 
emergency under the law of December 24, 1942, and we feel that to 
maintain our current rate of exploration without reduction in our 
personnel we must be able to anticipate with assurance that royalties 
to be paid on Government lands will continue to be at the same 1214- 
percent rate as is paid by us on privately owned and State lands. 

I am heartily in accord with the proposed change which would per- 
mit the surrender or relinquishment by the lessee of the lessee’s rights 
without prior consent of the Secretary of the Interior. | 

Such provision would facilitate leasing operations by the more 
rapid discharge of chargeable acreage which had been condemned 
thereby freeing the lessee to acquire additional acreage for prospecting. 

There are two points not covered by the proposed bill which are 
important to us and which I wish to call to the attention of this 
subcommittee. 


APPROVAL OF LEASES BY THE SECRETARY 


The first has to do with a feeling within the industry that no drilling 
operations may be commenced safely in areas containing Government 
land ae all related noncompetitive Government leases are actually 
issued. 

‘My company has recently taken a large block of leases in an area 
which is principally privately owned land but which contains some 
Government land. We desire to commence drilling operations im- 
mediately but feel that we cannot do this since the Department of the 
Interior has not yet taken action on the lease applications. 

Experience indicates that it may be a year or even longer before 
these leases are issued and in the meantime development is completely | 
checked owing to our fear that if drilling were commenced and a. dis- 
covery made prior to the issuance of the Government leases on the 
structure the Department of the Interior would refuse to issue these 
leases as noncompetitive leases. This difficulty could be remedied 
in part at least by speeding up the action by the Department of the 
Interior so that final action was always taken by the Department on 
noncompetitive leases within a period of say 30 days after the applicant 
had met all requirements and conflicts were eliminated. 

I feel that the only completely satisfactory solution to this problem, 
however, would be an amendment to the proposed bill which would 
state in unequivocal language that the determination of the com- 
petitive or noncompetitive character of leases be based entirely on the 
facts existing as of the date of the lease application. I urge strongly 
that this subcommittee give serious consideration to such a provision 
in the proposed bill. : 


UNIFORMITY OF LEASING PROCEDURES 


The other point which I wish to bring to the attention of this 
committee pertains to the present multiplicity of Government organ- 
izations which control Government-owned lands and mineral rights, 

It is well known there is no uniformity of ieasing procedures fol- 
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lowed by these various Government organizations, but I doubt if the 
great hindrance caused oil operators by the numerous and varying 
rules and regulations of the various Government organizations is 
realized by others than the operators themselves. In one area in 
which my company is interested we have been compelled to attempt 
to deal with three different, Federal organizations in order to get 
leases on a few thousand acres of land. 

I recommend that provision be made in the proposed revision of the 
Leasing Act so as to bring the leasing for oil and gas of all Govern- 
ment land open for lease under the control of one law and the admin- 
istration of the Department of the Interior. 

Senator O’Manoney. As I indicated earlier, an effort is being made 
to work that problem out. 

Mr. Parxer. In connection with some remarks that have been 
made to this committee earlier today, there are one or two other points 
that have come up which I would like to introduce. 


INTERIOR DEPARTMENT REGULATIONS 


There was some comment on the part of Mr. Terrill, I believe, and 
perhaps one other witness with respect to the effect of the regulations 
of the Department on actual operations. Mr. Duncan, I believe, made 
a remark or two in that connection. This paper came across my desk 
yesterday and I wish to introduce it Just to show the committee some- 
thing about the character of these regulations. 

A well to which this report relates is being drilled by a compan 
with which we are associated in the State of Wyoming. The well 
being located on State of Wyoming land and a State of Wyoming lease. 
The well happens, however, to be within a unitized area, or an area at 
least proposed for unitization, so quite naturally, and properly so, the 
Geological Survey exercises control over that drilling operation. 

Before the operator in this unit could start the well he had to file 
with the district office of the United States Geological Survey a notice 
of intention to drill in which certain plans for that drilling operation 
were outlined. 

Again, before he could continue with the starting of that well, which, 
let us remember is on State land not on public domain, the district 
engineer made an approval of his intention to drill in the following 
form: 

The notice of intention to drill this well is tentatively approved subject to 
the following conditions: 

(1) Drilling operations so authorized shall be in conformity with the terms 
and conditions of Petroleum Administrative Order No. 11 or any modification or 
amendment thereof that hereafter may be issued. 

(2) That a satisfactory bond shall be filed and approved to cover unit oper- 
ations. 

(3) The well to be permanently marked in a conspicuous place showing the 
name of the operator, well number, location and lease, certificate number. This 
mark is to be maintained permanently at the well. 

(4) A minimum of 200 feet of 13%-inch O. D. surface casting is to be run. 
This is to be in good condition, including top collar and threads and is to be 
cemented from bottom to surface by an approved method. 

(5) This approval covers completing the well to produce from one horizon 
only. 

(6) An approved master valve and blowout preventer are to be installed on 
the 13%-inch O. D. casting and maintained in good mechanical condition at all 
times. Sufficient drill-pipe protectors shall be used to protect surface casting 
during all drilling operations. 
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(7) 9-inch hole to be drilled for 7-inch O. D. casing. 

(8) This office is to be notified sufficiently in advance of all tests in order that 
a representative of the Geological Survey may be present. 

(9) All showings of oil, gas, and water are to be confined to their respective 
horizons by circulating heavy mud ahead of the cement when the production 
string is cemented. Before running each string of casting other than conductor 
or surface casting a noti¢e of intention is to be submitted.and approval obtained 
before doing the work. 

(10) A satisfactory drilling record is to be kept for each tower showing 
the formation drilled and all other information of interest. One copy of which 
is to be kept at the rig while drilling is in progress for examination when a 
representative of the Geological Survey visits the well. . 

(11) In addition to the regular subsequent reports of work done, this office 
is to be furnished with a copy of each of the records furnished by the cementing 
company and duplicate copies of reports furnished by testing, gun perforating, 
and well surveying companies; the geology or sample logs and time department 
charts, if such are prepared, are also to be furnished in duplicate. 

I do not present this to attempt to show that these particular regu- 
lations are unreasonable. In themselves they are not. But I simply 
wanted to show that there are numerous regulations which are pushed 


down upon the operator and which he must follow. 


GEOLOGICAL AND GEOPHYSICAL SURVEYS 


In connection with the comments which were made by Dean Terrill 
and Senator O’Mahoney in connection with the requirement or priv- 
ilege for geophysical and geological examinations, and options thereof, 
I think it might be wise to call the committee’s attention to the fact 
that there is no sharp line of demarcation between geological surveys 
and geophysical surveys. “There is no geological survey method, of 
my knowledge, which is not to some extent geophysical in nature. 
Those are closely related fields and it is impossible to differentiate 
completely one from the other. 

I feel that the committee should recognize that when they are con- 
sidering the advisability of changing the wording of the act to include 

ological as well as geophysical surveys. I strongly recommend that 
the geological and geophysical surveys be permitted rather than geo- 
physical surveys alone. 

That is all I have, Mr. Chairman. 

Senator O’Manoney. Any questions? 

No response. ) 
enator O’Manoney. The next witness will be Mr. James Donahue. 


STATEMENT OF JAMES DONAHUE, PRESIDENT, KINNEY OIL & 
DRILLING CO., COLORADO SPRINGS, COLO. 


Mr. Donauur. My name is James Donahue. I am president of the 
Kinney Oil & Drilling Co., Colorado Springs, Colo. 

There has been a great deal said here which I can’t add to. I am 
going to make a few remarks from a practical operation standpoint. 


FLAT 12% PERCENT ROYALTY 


Under the present laws the high royalties—the tendency today is to 
go out and acquire an area and unitize it so that the operator will 
secure the one-eighth royalty. If this unitized area is drilled and finds 
production usually you find quite a little acreage outside of the 
unitized area that will eventually prove productive, and all this does 
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is add confusion. In Wyoming, in the older fields, when you go to 
drill through the deeper horizons you will find on the top of these 
structures that land has been acquired under an eighth royalty pose 
the old placer claims and such as that and the new land coming under 
the high royalty set-up does nothing but delay the development of 
those older fields. - ) 

I think the creative measure of a flat one-eighth royalty would great- 
ly solidify and simplify, from an operating standpoint, and encour- 
age the development of the national resources for petroleum. That is 
all I have to say. | | 

Senator O’Manoney. Are there any questions? 

(No response.) — . 

Senator O’Manoney. Thank you very much, Mr. Donahue. 

The nex witness is Mr. Charles S. Hill. 


STATEMENT OF CHARLES S. HILL, INDEPENDENT OIL OPERATOR, 
| | DENVER, COLO. 


Mr. Hitt. Senator O’Mahoney, my name is Charles S. Hill. I have 
been a citizen of Wyoming since 1907 and prior to that time I have 
lived in Pennsylvania, so oil to me is almost second nature. 

Mr. Chairman, I am afraid I don’t know how to designate myself, 
and with your permission I would like to describe what I am in the 
oil fraternity by reading to you a portion of a letter written by the 
Secretary of the Interior a number of years ago to the Honorable 
Robert F. Wagner, then chairman of the Public Lands Committee of 
the Senate. Imagine. A man from New York State in that eminent 
position. I am trying now to describe what I am by quoting certain 
parts of this letter: 


The purpose of this legislation is to encourage prospecting, to provide a reward 
in the form of an exceptionally low royalty to an operator who was successful 
in preparing operations, and recoup to the United States for loss under this 
law a 5-percent royalty on one-fourth of the permit area by a relatively higher 
royalty on three-fourths of the area. 

These purposes, perhaps, were commendable, but the experiment has signally 
failed to accomplish what was expected. No urgent need of the Government 
subsidies for prospecting on the public domain exists or has existed. The reward 
for successful prospecting—the difference between a special royalty of 5 percent 
and the customary royalties of 12144 or 1624 percent—in practice has not gone to 
an operator who has expended money in search of oil on the pertinent area, 
but in general to a promoter, lease broker, or speculator, who sold his prospecting 
rights to the real operator, reserving to himself the reward for discovery and 
oftentimes a cash bonus in addition— 


This, in particular I call, Mr. Chairman, to your attention— 


this royalty and bonus are the full property of the United States as owners of 
the mineral deposits. 


The second continues: 


The proviso in section 17 that gives an applicant for lease of lands not within 
the known structure of a producing field a preference right thereto without com- 
petition in its present form is believed to be subversive of the public interest, 
in particular it offers an invitation and an encouraged to him who, in public- 
land parlance, is called a Sooner. 

Mr. Chairman, I guess I am a Sooner. But, as a Sooner let me 
picture to you Colorado—when you think of Colorado you think of 
the people who made Colorado; perhaps he think of a burro, a 
bearded prospector, a Sooner with a slab of bacon and a sack of beans 
and a canteen. 
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Senator O’Mauoney. Mr. Hill, the Sooners are not on trial here. - 

Mr. Huw. We are on trial and I am coming to that. Pardon me, 
Senator Joe. The same thing applies to Wyoming and the same thing 
applies to Colorado, Mr. Chairman. You cannot right now tell me 
of any two fields of importance in Wyoming or Colorado that a major 
oil company brought in or an independent brought in. They were 
first found by a Sooner—a prospector, a promoter, a wildcatter—the 
men who go out and find oil structures and make a little cash bonus, 
a little royalty, and then the inequity of the whole thing is you have 
to file an affidavit with the Secretary of the Interior what you received 
on that lease, whether it is cash or whether it is a ropalty payment 
or whether it is an oil and gas payment or a royalty or what it is, you 
have to file it before they approve an assignment. 

Mr. Chairman, that is un-American and it is.none of their business, 
and it is asking an operator, it is asking a promoter or a Sooner to 
do something that is un-American, unfair, because it permits some 
of the satellites to sit down and look what a man has done and then 
instead of treating it confidential, as they say it is very confidential, 
remark about ‘it and pass it on to someone else, possibly your com- 
petitor. You say “Is that confidential?” It is no more confidential 
than a unit agreement. A unit agreement should be confidential until 
after a well is drilled. 


UNIT AGREEMENTS 


I just heard Ben Parker make a remark about their failure to drill 
a well until leases had been issued. Mr. Chairman, what do you think 
of a situation like this: | 

I go out and I put together some leases. I pay for my leases. They 
are sent on to Washington. We prepare a unit agreement. The unit 
agreement after long delay and a lot of anxiety is finally approved. 
During the interim three leases come out—two more do not come out 
but a well is drilled. They find out and open a field. Frantically, 
I go to Washington and try to get these leases out and these gentle- 
men’s department over here doesn’t want to issue them. 

When the Government enters into a sacred contract with a “Sooner,” 
or a major oil company, or an independent, and accepts his money, 
they should, within a reasonable length of time, reject that money or 
give him a lease and not wait until he spends his money to drill a well 
and then approve of a unit agreement and hold it up. What for? 
Maybe they wanted to put it up to the highest bidder, maybe not. The 
flat tops, Mr. Chairman, in the Pacific, the battle wagons, and the de- 
stroyers and submarines amount to nothing unless you have got the 
kind of a crew that can work in harmony with the boss, whether he is 
in Washington or in Guam. You can pass a new bill, you can make it 
crystal clear to some people, if you want to make it, but unless there is 
an intention or a sympathetic understanding of those who have the 
administration of it, it will do us no good. 


FLAT 12144-PERCENT ROYALTY 


I wish that Mr. Edlestein and all the lawyers in the Department 
down there would have to come to Wyoming and Colorado and live 
awhile. Let them live a week or a month in Salt Creek or up in the 
Big Horn Basin, and go over to Rangely, and see what is going to be 
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= accomplished there. It is going to be accomplished by men who were 


promoters and “Sooners” and wildcatters. Maybe they would have 
a sympathetic feeling for us—the whole industry—and give us a flat 
1214-percent royalty, which we deserve. | 

The Secretary of the Interior belatedly complimented us Sunday— 
the oil industry and Ralph Davies. They had it coming to them. 
They didn’t shirk their duty. No counting the cost, they went 
through with it. It would seem to me that those under Secretary 
Ickes could well afford to take a sheet out of his book and do some- 
thing for the oil industry quickly. 

I listened to Dean Terrill speaking here a minute ago. Well, it just 
happens to be one of the structures that they are working on, that 
they are trying to get approved, is one that I sold to them. It has 
been in the lap of the gods for about 5 months. The war may be over 
before it can be approved, and if it 1s Iam out. All my endeavors 
for naught, because under the O’Mahoney Act, for which we look to 
you almost as our Saviour in these things, it will be obsolete and what- 
ever I have in it will be gone, because of the long delay in finding and 
bring about an approval of a unit agreement. That is all. Thank 
vou. 
~ Senator O’Manoney. Thank you, Mr. Hill. Any questions? 

The next speaker we shall hear from is Mr. F. M. Jacobson, of Fort 
Worth, Tex. : 

Senator O’Manoney. The next witness on the list is Mr. F. M. 
Jacobson. 


STATEMENT OF F. M. JACOBSON, VICE PRESIDENT, BUFFALO OIL 
CO., DALLAS, TEX. 


Mr. Jacorson. Mr. Chairman, my name is F. M. Jacobson and I am 
vice president of the Buffalo Oil Co., Dallas, Tex. As an official of 
the Buffalo Oil Co., I have been very much interested in Senate bill 
1236, introduced by Senator O’Mahoney, of Wyoming, for himself 
and Senator Hatch, of New Mexico, and which proposes to further 
amend the provisions of the Mineral Leasing Act approved February 
25, 1920 (21 Stat. 437). 

The Buffalo Oil Co. is the owner and operator of several Federal oil 
and gas leases embracing lands situated in the Maljamar oil and gas 
field located in Lea County, N. Mex., and a part of which lands are 
subject to the Maljamar cooperative repressuring agreement, which 
was approved by the Secretary of the Interior on September 29, 1941. 

It appears that Senate bill 1236 is designed primarily to encourage 
and to stimulate oil and gas development on the public domain, and, 
after a careful study of the act, it would seem that the proposed 
amendments would tend to have that effect, especially the provisions 
of the act which would increase the amount of Federal holding allowed 
to any one person, association, or corporation, and which would permit 
the use of option agreements for the purpose of carrying on Seophinical 
exploration of Federal lands. 

Outside of these provisions, there would appear to be.very little, ° 
if any, relief afforded to existing owners and holders of Federal oil 
and gas leases, or measures to cope with some of the problems with 
which such lease owners find themselves now confronted because of 
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inequitable provisions of the Mineral Leasing Act and regulations 
which have been promulgated pursuant thereto. 
It is my purpose in making this statement to bring to the attention 
of the committee at this time some of these matters which I believe 
should be considered in connection with Senate bill 1236, and which 
undoubtedly will find a large measure of support and will, most gen- 
erally, be approved by those now operating upon the public domain. 


SECTION 2 (A) 


Section 2 (a), act of August 21, 1935. I would like first to point 
out a very harsh and inequitable situation which has been brought 
about by the application of the provisions of section 2 (a) of the act 
of Congress, approved August 21, 1935, amending the Mineral Leasing 
Act approved February 25, 1920. This section provides as follows: 

That the Secretary of the Interior is authorized to issue new leases to lessees 
holding oil or gas leases under any of the provisions of this Act at the time 
this amendatory Act becomes effective, such new leases to be in lieu of the leases 
then held by such lessees and to be at a royalty rate of not less than 12% per 
centum in amount or value of the production and upon such value of the produc- 
tion and upon such other terms and conditions as the Secretary of the Interior 
shall by general rule prescribe: Provided, That no limitation of acreage not 
provided for under the law or regulations undér which any such old lease was 
issued shall be applicable to any such new lease. . 

It will be noticed that the provisions of this section are limited to 
holders of oil and gas leases at the time the “amendatory act becomes 
effective.” The act of August 21, 1935, of which this section is a part 
did away with the old permit system, and inaugurated the system o 
issuing oil and gas leases in lieu thereof, such leases being for a term 
of either 5 or 10 years depending upon whether the lands are within 
or without a known producing structure, and “so long thereafter as 
oil and gas are produced in paying quantities.” 

At the time of the approval of the act of August 21, 1935, there were 
a considerable number of permit owners who were entitled to have 
leases issued to them as a reward for the discovery of valuable deposits 
of oil and gas on the permitted lands, but such leases were not actually 
issued on August 21, 1935. The provisions of section 2 (a) arbitrarily 
deny the owner of these leases the right to exchange their leases for 
the new form of lease authorized under the provisions of the act of 
August 21, 1935. There are two distinct advantages in exchanging 
leases issued pursuant to oil and gas prospecting permits to the new 
form of lease authorized by the act of August 21, 1935. 

First: The leases issued as a reward for discovery on lands em- 
braced in oil and gas prospecting permits were issued for a term of 
20 years, with the preferential right in the lessee to renew the same 
for successive terms of 10 years upon such reasonable terms and con- 
ditions as may be prescribed by the Secretary. Whereas, if the lease 
owners are permitted to exchange their 20-year leases for the new 
form of leases authorized by the provisions of the act of August 21, 
1935, the new lease issued may be for a term of 10 years “and so long 
thereafter as oil and gas are produced in paying quantities,” and thus 
the lease owner is permitted to continue the lease so long as oi] and gas 
is produced, without the uncertainties which now exist in connection 
with renewal of such leases upon the expiration of the 20-year term 
and which situation I will refer to later. 


~ 
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Second: The leases authorized under the act of August 21, 1935, 
provide for a more favorable royalty to the lease owner compared to 
that provided in nonpreferred areas, or B leases, issued pursuant to oil 
and gas permits. 

I understand that the Department has taken the position that. the 
rights granted to lease owners under section 2 (a) of the act of August 
21, 1935, are more or less discretionary with the Secretary of the In- 
terior and that lease owners are not permitted to take advantage of the 
provisions of this section where the exchange would result nm any 
material reduction in the royalty payable to the United States. 

It would seem that in its final analysis the provisions of this section 
2 (a) only afford relief to lessees owning leases embracing lands upon 
which marginal or small wells are being produced, and that even in 
those cases, there has been an arbitrary date fixed which was obviously 
not intentional which effectively bars all lease owners from taking 
advantage of the act where their leases have been issued subsequent 
to August 21, 1935. 

I believe that consideration should be given by this committee to 
an amendment to the provisions of section 2 (a) of the act of August 
21, 1935, to permit any lease owner holding an oil and gas lease issued 
as a reward for the discovery of valuable deposits of oil and gas pur- 
suant to the terms of an oil and gas permit, to exchange such lease, if 
he so desires, to the new form of lease which is authorized by the pro- 
visions of the act of August 21, 1935, or any subsequent act which 
may be passed regardless of the date such lease was issued. There 
should be no discrimination between owners of Federal oil and gas 
leases as to the rights and privileges which they are to enjoy simply 
because of the date of the issuance of the lease. If it is fair to issue 
a Federal lease upon the terms and conditions provided by the act 
of August 21, 1935, or any subsequent act which may be passed, it 

is certainly fair that the owners of existing leases should be accorded 
the privilege of exchanging their leases for the new form of lease 
authorized at a subsequent date. 

Then the second problem is renewal of oil and gas leases issued for 
a period of 20 years. 


SECTION 17 


Section 17 of the Mineral Leasing Act, approved February 25, 1920 
provides in effect that leases ened as a reward for the discovery of 
valuable deposits of oil and gas upon lands embraced in oil and gas 
prospecting permits shall be for a period of 20 years— 

with the preferential right in the lessee to renew the same for successive periods. 
of 10 years upon such reasonable terms and conditions as may be prescribed by 
the Secretary of the Interior unless otherwise provided by law at the time of 
the expiration of such periods. 

I am informed that beginning this year there are a number of Fed- 
eral 20-year leases embracing lands iocated in southeastern New Mex- 
ica which will expire, and that this number will increase materially 
during the next several years. 

In some instances deeper producing zones or horizons have been 
discovered in old fields, and the owners of these leases are at a loss to 
know exactly where they stand in the matter of the renewal of the 
leases upon the expiration of the 20-year period. In some instances. 
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they are confronted with drilling test wells to a depth of eight or ten 
thousand feet, entailing expenditures probably in excess of $100,000 
for each well, such wells to be drilled upon lands embraced in leases 
which will expire in a relatively short time. The language which is 
used in section 17 of the Mineral Leasing Act of February 25, 1920, 
is enough in itself to frighten any lease owner in the situation which 
I have just mentioned. 3 

To quote again from the act, such leases are to be renewed for suc- 
cessive periods of 10 years— : 
upon such reasonable terms and conditions as may be prescribed by the Secre- 
tary of the Interior, unless otherwise provided by law at the time of the expira- 
tion of such periods. 3 

In a situation of this kind, it is entirely possible for an operator to 
drill a deep test well resulting in a discovery which Congress could 
take away from him at the expiration of his 20-year lease by the 
passing of a new act prohibiting renewal of 20-year leases, or on the 
other hand, the Secretary of the Interior could provide that the 
royalty to be paid in renewing the lease for the next 10 years would be 
on a basis of a flat 50 percent of the oil and gas produced. | 

These may be extreme illustrations but there is so much uncertainty 
existing that it is not conducive to encouraging deep development in 
the areas which I have just mentioned and in perhaps many other 
areas. Some of those leases are not developed at this time. 

This is a situation which in all fairness to such lease owners should 
be corrected, and could be easily corrected or taken care of in connec- 
tion with passage of Senate bill 1236. 

I wish further to call attention of the committee to another inequi- 
table situation which exists and which has been brought about by 
regulations of the Secretary of the Interior promulgated for the 
purpose of governing the renewal of the 20-year leases which I have 
just mentioned. 


ROYALTY RATES 


“Section 192.8la of the regulations of the Secretary of the Interior 
relating. to Federal Oil and gas leases provides that “oil and gas re- 
newal leases will not be issued unless overriding royalties are reduced 
to not more than 5 percent by agreement by the interested parties.” 

During the time oil and gas permits were being issued for explora- 
tion of the public domain, it was more or less the general practice 
and custom for those owning oil and gas permits to assign their per- 
mits, or to enter into operating agreements covering the same, subject 
to the payment of an overriding royalty equal to fy, percent of the 
production of oil and gas from that portion of the permitted lands 
which might be embraced in the preferred areas, or “A” lease, pro- 
viding for a royalty to the United States of 5 percent. ° 

This resulted in the lease owner paying a royalty of 1214 percent on 
acount of the production frorn the preferred area, or “A” lease; that 
is, 5 percent to the United States and 714 percent to the original 
permittee. 

The regulations of the Secretary in connection with renewal of 20- 
year leases provide that renewal leases shall carry a minimum royalty 
of-1214 percent to the United States until the average production 

78293—45——12 
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reaches 110 barrels of oil per well per day, and that for production 
in excess of that amount a step-scale royalty rate is prescribed. 

At the same time, the regulation above referred to provides that 
such leases are not to be renewed unless the overriding royalties are 
reduced to not more than 5 percent. This in effect means that the 
United States is increasing its royalty rate from a flat 5 percent to 
a minimum of 1214 percent, or an increase of 714 percent, and at the 
same time is requiring the owners of outstanding royalty interests 
created during the life of the permit to scale their royalty interests 
down from 714 percent to 5 percent, or for them to make a reduction 
of 214 percent, and even then that is an increase of 5 percent to the 
operator. 

The creation of overriding royalties is a contractual obligation 
of the lease owner and is one which oftentimes may not be avoided 
and in many cases, the royalty interests which the lease owner would 
be required to have reduced may be extremely valuable and cost the 
lease owner many thousands of dollars if it could be bought at any 

rice. 

This situation in itself might conceivably result in the loss of the 
right of renewal of the 20-year lease to an existing lease owner through | 
no fault whatsoever of the lease owner, and by reason of a situation 
over which he has absolutely no means of control. 

It would seem to be fair and equitable and in line with the pro- 
visions of leases which have been issued pursuant to the amendment 
of August 21, 1935, that Congress should provide in effect that the 
owners of 20-year leases should have an absolute and unqualified 
right to renew such leases for a term of 10 years and “so long there- 
after as oil or gas is produced in paying quantities,” and that the 
limitation on overriding royalties provided by departmental regu- 
lations should not apply to overriding royalties in existence at the 
time of the renewal of such leases. 


SUGGESTED AMENDMENTS TO 8, 1236 


In conclusion, and by way of summary, I earnestly urge the com- 
mittee to give consideration to modifying the Senate bill 1236 so as 
to provide for the following: 

1. A flat 1214-percent royalty to the United States payable on ac- 
count of all leases on Federal lands. 

9. An appropriate provision for, or amendment to section 2 (a) of 
the act of Congress approved August 21, 1935, amending the Mineral 
Leasing Act approved February 25, 1920, providing in effect that 
the owner and holder of any Federal lease may exchange the same 
for the new form of lease prescribed under the provisions of the act 
of August 21, 1935, or any subsequent act. I don’t think that date 
limitation should be there. 

3. That the owner and holder of any Federal oil and gas lease for a 
term of 20 years be given the absolute right to renew such lease for a 
period of 10 years and as long thereafter as oil and gas is produced 
in paying quantities, such lease to be in the same form as prescribed 
under the provisions of the act of August 21, 1935, or any subsequent 
act, and that such lease shall not be subject to any regulations limit- 
ing overriding royalty interests insofar as the same pertain to over- 
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riding royalties created during the life of the 20-year lease, or the oil 
and gas permit pursuant to which the same was issued. 
It is believed that the addition of these provisions to Senate bill 
1236 will be in line with the objects and purposes of the bill in promot- 
ing and stimulating development on the public lands, and especially 
in drilling deep test wells in proven areas which are embraced in 20- 
year leases. 
That is all I have. Thank you. | 
Senator O’Manoney. Thank you Mr. Jacobson for your address and 
your many suggestions which will be given our careful consideration. 
The next witness will be Mr. J. O. Seth. Is Mr. Seth in the room? 
Mr. Seru. Yes. 


STATEMENT OF J. 0. SETH, MEMBER, NEW MEXICO OIL AND GAS 
ASSOCIATION, SANTA FE, N. MEX. 


Mr. Sern. My name is J. O. Seth, Santa Fe, N. Mex. I am speak- 
ing on behalf of Mr. Hugh L. Sawyers, the secretary of the New Mexico 
Oil and Gas Association, who had to leave. 

We concur in Mr. Terrill’s and in Mr. Jacobson’s statements. He . 
has brought out problems that are peculiar to southeastern New 
Mexico where many of these 20-year leases are expiring. 


ROYALTY RATES 


I want to bring out a problem applicable there also in connection 
with the flat 1214 percent royalty. We have in New Mexico an oil 
conservation commission which fixes the allowable of each well in the 
State. At the present time the top allowable is approximately 45 bar- 
rels, The commission has already adopted a bonus for new discovery 
amounting to approximately 5 barrels per foot. That will be pro- 
duced in addition to the fixed allowable. The production of that 
amount in addition to the 45 barrels a day takes the production on 
these Federal leases with the step-scale royalty into a higher rate 
royalty and to that extent will operate to defeat to a large extent the 
purpose of the State commission in granting the allowable. 

The commission will be compelled sooner or later and it has already 
held hearings on it to increase very materially the allowable of these 
deep wells. 

A well costing from $150,000 upward will not pay out at 45 barrels 
per day and the allowable will have to be materially increased. The 
Commission will increase the allowable to encourage the drilling of 
those wells and automatically the step-scale royalty on the Govern- 
ment permits on which some of these wells will be drilled will be 
increased thereby largely defeating the purpose of the increase in 
allowable granted by the Commission. oe 


ASSIGNMENT 


_ Wealso are vitally interested in this matter of assignments of leases 
in whole or in part; I mean in part. The bill as drafted will allow 
the assignee of Lae or the holder of the part not assigned 2 years to 


Sie care of a discovery immediately prior to the expiration of the 
ease. 
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The matter is very important. A lease may be about to expire. It 
may be assigned in part. A discovery made on one part of it which 
defeats the right of renewal because it becomes then within the known 
productive area of the field. 

The bill should follow the decisions of the courts, I think of all of 
the States exce;t Louisiana, that the assignment of a part of the 
lease doesn’t segregate it; that where a lease is assigned in part, dis- 
covery on either the assigned part or the retained part protects the 
lease. That was a recent decision of our New Mexico Supreme Court 
in connection with the State lease. Where the two tracks were not 
even, contiguous, yet that court held that the discovery on one part 
of it, the assigned part or retained part, protected the whole lease. 
That is the almost uniform holding of the courts and while the bill 
as drafted affords some protection by the 2-year period, we think tre 
decisions of the courts should be followed. | 


ACREAGE LIMITATION 


Now, in connection with the acreage limitation. I wish to bring to 
the committee’s attention the fact that the State of New Mexico has 
no acreage limitation at all. It has a limitation on the size of any 
one lease but no limitation on the total acreage that may be held. 

Senator O’Manoney. The Chair interrupts the witness to make note 
of the presence of Congressman Chenoweth, of Colorado. 

Mr. Seru. As I said awhile ago, the State of New Mexico has no 
limitation on the total holdings whatever. The size of a lease is 
limited but any number of leases may be held by the same person 
and it has not resulted in any monopoly. There are innumerable 
State leases; they run into the thousands. Everybody else is in favor 
of increasing the acreage limitation, everybody that has testified here; 
and I merely advance this as another argument in its support. We 
have had no trouble at all, so far as the State is concerned about 
monopoly. | : 

As I said awhile ago, we concur in the statement of Mr. Terrill and 
Mr. Jacobson . We certainly think the committee by introducing this 
bill has taken a great step forward. Most of the provisions will be 
very helpful. But it should go further. It should fix definitely the 
one-eighth royalty, we think, and it should definitely take care of the 
assignment of a part of a lease. Thank you, gentlemen. 

Senator O’Manoney. We are very much obliged to you, Judge Seth. 

There is only one witness remaining on the list that was furnished to 
the committee at the beginning of this session—Mr. Ferguson. I de- 
sire to inquire whether there are any other persons in the audience who 
desire to be heard? [No response. | 

Senator O’Manoney. The committee wants to hear everybody that 
is interested. We want to develop this matter to the fullest possible 
extent, and in order that that may be done the committee will continue 
the hearing tomorrow morning at 10 o’clock, at which time it will be 
possible to hear all additional testimony with regard to this bill. 
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FRIDAY, AUGUST 31, 1945 


Untrep States SENATE, 
SUBCOMMITTEE OF THE COMMITTEE 
on Pusuic LANDS AND SURVEYS, 
Denver, Colo. 

The subcommittee met, pursuant to call on Friday, August 31, 1945, 
at 10 a.m. in room C, Cosmopolitan Hotel, Denver, Colo. 

Senator Joseph C. O’Mahoney presiding. 

Present: Senators Joseph C. O’Mahoney, of Wyoming; Edwin C. 
Johnson, of Colorado; Edward V. Robertson, of Wyoming; and 
Congressman J. Edgar Chenoweth, of Colorado. 

Also present: W. H. McMains, clerk of the Senate Committee on 
Public Lande and Surveys; H. J. Edlestein, Assistant Solicitor, De- 

artment of the Interior; Harold Duncan, United States Geological 
urvey; and Max Ball, representative, Petroleum Administration for 
ar. 

Senator O’Manoney. The committee will be in session. This is a 
meeting of a subcommittee of the Senate Committee on Public Lands 
and Surveys to continue the consideration of S. 1236, a bill introduced 
by Senator Hatch and myself to amend the General Leasing Act. 

The committee will now be in session. The list of witnesses has 
grown overnight, as we rather anticipated it might. Of course, the 
committee 1s most anxious that there should be a full expression of 
opinion on this bill. When we go back to Washington we want to 
£0, with the fullest information possible on the attitude of the oil 
industry. 

Let me say here what I said in Casper: That the committee is very 
much appreciative of the cooperation we have received from the Rocky 
Mountain Oil and Gas Association, which has made the arrangements 
for the hearing both here and in Casper, and we are particularly in- 
debted to the executive secretary, Mr. H. O. English, who has handled 
this matter very efficiently. We are grateful, too, for the presence of 
all you gentlemen representing the oil industry. 

Mr. Ferguson, are you ready to proceed this morning? 

Mr. Ferauson. I have a paper that I would like to read, and then I 
would like to comment on A testimony of a number of witnesses that 
have already appeared at the hearing. 


STATEMENT OF W. H. FERGUSON, EXECUTIVE VICE PRESIDENT, 
CONTINENTAL OIL CO., DENVER, COLO. 


_Mr. Frerauson. My name is W. H. Ferguson. I have been execu- 
tive vice president of the Continental Oil Co. for the last 22 years, 
with headquarters in Denver, Colo. 
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From a time prior to the enactment of the Federal leasing bill in 
1920 I have been interested and actively engaged in the supervision of 
oil and gas operations on the public domain in the Rocky Mountain 
States. I am also a member of the national oil policy committee of 
the Petroleum Industry War Council, which designated Mr. A. C. 
Mattei, of San Francisco, and myself as a special subcommittee on 
the question of public lands. 

This hearing, as I understand it, pertains to Senate bill 1236, intro- 
duced in the Senate of the United States on July 6, 1945, by Senator 
O’Mahoney, for himself and Senator Hatch. Reference will also be 
made to House bill 3711, introduced in the House of Representatives 
on the same day by Mr. Fernandez, and which differs in several impor- 
tant particulars from the Senate bill. 

Both bills bear evidence of a sincere desire to improve the existing 
statutes relating to the development of the oil and gas resources of 
the public domain, and to meet, in part, at least, the dissatisfaction 
and complaints in the public-land States which have been growing in 
volume and intensity for the last several years. 

You have listened, at both the Casper meeting and here, to a con- 
siderable number of witnesses quite representative of both the larger 
operators and the so-called independents. You have been furnished 
with a written statement in detail of the views of the Rocky Mountain 
Oil and Gas Association, and also the New Mexico Oil and Gas Asso- 
ciation. Those statements were not prepared by a few men desig- 
nated for the task, but only after meetings largely attended by all 
types and classes of producers and prospectors, and after full and free 
discussion. You have also heard the views of the California operators. 

It is not my purpose to go over all of the same ground again. I 
concur fully in the statement furnished you by the Rocky Mountain 
Oil and Gas Association. I would like, however, in a very brief way, 
to emphasize a few of the major points of dissatisfaction on the part 
of oil and gas operators upon the public lands and to make some general 
observations. In doing so I am not unmindful of your desire, as well 
as the desire of all citizens, to protect in every proper and reasonable 
manner the interests.of the United States as a proprietor. 

The United States, however, is no ordinary private owner. It is 
in a large sense a trustee for the benefit, not only of the national 
interest, but also of the interest of the States and their citizens. 

The Federal Leasing Act was entitled “A bill to promote the de- 
velopment of oil and gas on the public domain.” The promotion of 
such development involves much more than a willingness to lease and 
a landowner’s royalty. It involves increased revenues from income, 
excise, and other taxes, both to the Federal Government and the States. 

It creates employment and activates almost every other line of 
business. It involves the purchase of a great variety of goods, in- 
. creased travel, and radiates directly and indirectly in every direction. 
If this committee had had occasion in recent months to visit the Elk 
Basin field and other fields which have been recently opened up in 
Wyoming and Montana, or the Rangely field in Colorado, you would 
have been able to get a clearer conception of the magnitude and di- 
versity of activity surrounding the opening up and development of a 
new oil field. These are considerations which the Federal Govern- 
ment should not and can not ignore in an attempt to drive the hardest 
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possible bargain with the enterprise and capital seeking to develop 
the oil and gas resources of the public lands. It can well afford to be 
not merely a prudent but also a benevolent proprietor. 


ROYALTY RATES 


The matter of royalty: It is estimated that more than 90 percent 
of all the privately owned lands in the United States are leased for 
oil and gas development on a one-eighth royalty. Most of the State 
lands are also leased for exploratory purposes upon the same basis. 

In the original leasing bill the prospector was rewarded in the event 
of discovery with a royalty payable to the United States of only 5 
percent upon one-fourth of the acreage embraced in any permit. 

I do not believe the distinction between proven and semiproven 
lands, and wildcat acreage can be too much emphasized. Large 
bonuses can be paid for lands within any known geological structure, 
and on a competitive basis a high royalty may be offered. In such 
cases the purchaser is merely buying oil in the ground. This, however, 
has no bearing whatever upon the situation confronting the wildcatter, 
whether it be a major company or an independent. 

Much water has gone over the dam since the leasing bill was first 
enacted in 1920, and even in the last 5 or 10 years. 


GEOLOGICAL AND GEOPHYSICAL SURVEYS 


The prospects where surface evidences of geology are sufficient to 
warrant the cost of an exploratory well have been pretty thoroughly 
combed over and have practically all been tested. Any structure 
meriting a well must, in most instances, be ferreted out by expensive 
test-pit drilling, gravity meter, and seismograph work, or other ex- 
pensive geophysical methods. 

The cost of testing new areas has enormously increased, and the 
percentage of wildcat or exploratory wells which are better than dry 

oles has greatly diminished. Instead of obtaining production at 
some 1,500 to 2,500 feet, the average wildcat well now must be drilled 
from 6,000 to 10,000 feet. 

For about every 8 or 10 areas explored by expensive geophysical 
methods, only 1 proves worthy of a test, and for every 15 or 20 test 
wells so drilled on the best geological advice available, 1 new oil 
field is opened up. 

Senator O’Manonry. What is that figure? 

Mr. Frercuson. Fifteen to twenty, it varies from year to year, more 
recently 20. But in addition to that of the areas explored geophysi- 
cally, 8 out of 10 are rejected after doing that expensive work as not 
warranting an exploratory well. We, I mean in this instance Conti- 
nental Oil Co., have recently been led by some gravity meter evidences 
to make a seismograph survey of an area in Wyoming. The terrain 
was so rugged and cut up that in order to get the seismograph crew 
into the area to make the necessary shots the trucks and equipment of 
the nee, party had to be preceded by a bulldozer to cut out a 
road, 

The cost of the bulldozer operation alone was about $3,000, and seis- 
mograph work very generally costs from $10,000 to $15,000 per month 
ear any reasonably large area might require 2 or 3 months of 
work, 
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Senator O’Manoney. How large a crew is required, Mr. Ferguson, 
to carry on a selsmograph operation ! 

Mr. Fercuson. I think they have seven or eight men. Some of 
these men here would be better qualified to tell you. I think that 
varies, but I think seven or eight men would be an average. 

Senator O’Manoney. And these are trained men? We have heard 
a variety of guesses along that line. 

Mr. Fercuson. Thereisa variety. You have some crews with many 
more men than others. i 

Senator O’Manoney. I assume that these men are all trained scien- 
tists, are they not? , 

Mr. Fercuson. Most of them aretrained. Of course, they will have 
truck drivers and they may have people who may be engaged in dig- 
ging the hole in which they put their shots. You have to go down 
200 feet to put your shot in. 

Senator O’Manoney. In other words, it is necessary to drill a well 
to the depth of some 200 feet in order to carry on the work? 

Mr. Fercuson. Yes, frequently. 

Senator O’Manoney. I am asking these questions because, of course, 
this record will be read by persons who have no knowledge at all 
of what is done in the field. 

Mr. Frrcuson. Well, in some instances, Senator, the surface rep- 
resents a satisfactory place to:put your shots. That is, it will take 
only a small hole. In other areas the nature of the covering is such 
that it will interrupt the reflection and it will interrupt the effect of 
the shot unless you go through that surface covering which may be 
100 feet deep, it may be 50 feet deep, it may be 300 feet deep; in order 
to make those holes you have to take with you an outfit and a minature 
drilling crew to make the holes in which to put the shots. When you 
do that you will have 15 men, possibly. You wouldn’t have merely 
the seismograph crew. 

Senator O’Manoney. How many holes is it necessary to drill to 
test ¢ 

Mr. Fercuson. Well, they first start out as a rule and run general 
lines north and south and east and west over the area. If, as a result 
of those general lines, they get some dipping they then attempt to 
localize the area of the dipping and in localizing it they put in a shot 
to every 160 acres or more. But they localize the area where they are 
going to do the intensive shooting at first by shooting for lines that 
would indicate structure. 

Some places you can’t do seismograph work. For example, we have 
opened up a field recently at south Elk Basin in Wyoming. Wecould 
cover part of that field with the seismograph, the rest of it was 
covered with gravel to such an extent we received no selsmograph 
return. We then had to goin and dig test pits and some of those tests 
pits are fairly deep and extensive in order to test the closure in that 
end of the structure. 

It is for that reason that the suggestion was made in a copy of your 
bill which provides for the granting of option with the obligation to 
do geophysical work. That expression should be broadened into 
geological or geophysical. In other words, in many instances test 
pits will do the job better than geophysics. 


’ 
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Senator O’Manonry. How long would it take ordinarily to make a 
test of 100,000 acres—the maximum acreage of option provided in 
this bill? 

Mr. Ferauson. Unless at the very outset they found some indication 
which condemned the area on the theory that they were using in enter- 
ing it, I would say that is a summer’s job at least and would carry 
over into the next year to do the localized work. It is a pretty large 
area. 

Senator O’Manoney. Thank you. 

Mr. Ferauson. I am still speaking of the work they have been 
doing in Wyoming. It is only by way of illustration. Whether we 
will find anything worthy of a test well remains to be seen, and if 
we think a test is merited, the chances are 15 to 20 against us and 
the well will certainly cost, at the very minimum, $125,000 to $150,000. 
I mention this again merely by way of illustration because it is not 
an unusual situation. 


STEP-SCALE ROYALTY 


Under the circumstances, for the United States as a proprietor to 
insist upon a step-scale royalty ranging from 1214 percent to 25 
percent (recently reduced from 32 percent), seems hardly likely to 
promote development. This is particularly true when all of the 
leases on the same structure taken from private land owners or from 
the State and adjacent to the Federal lands will be leased on a 1214 
percent royalty. 

In a period such as we have just gone through where every effort 
was made to increase the oil production of the United States, it was 
to the interest of an operator on the public domain to keep down his 
well average in order to avoid the higher royalties if he increased his 
production. Fortunately, I do not know of any operator during the 
recent great emergency who was influenced by such a consideration. 


APPROVAL OF ASSIGNMENTS AND UNIT AGREEMENTS 


I might add our own company, like others, make yp quarterly 
budgets of the wildcat wells we propose to start during the next 
quarter. We have been compelled to continue an item of a certain 
wildcat well in Wyoming quarter after quarter, deferring it because 
we can’t get either the approval of the assignments of ee leases or 
the approval of the unit agreement. 

This thing is not imaginary; it isn’t theoretical; it is postponed 
during a period when the country wanted oil as badly as it ever did 
and even more than it ever did. In our own case we are held up on 
two or three wells we would like to drill this summer. 

Senator O’Manoney. I think it ought to be said that the Depart- 
ment of the Interior, and in particular the General Land Office, has 
suffered like most large units from the shortage of manpower. The 
Interior Department has frequently come before Congress seeking 
enlarged appropriation to enable them to carry on the work. They 
have not always been successful in getting these appropriations from 
Congress, so I think that those of us who belong to Congress must 
assume part of the responsibility for that delay. 
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Mr. Fercuson. I fully appreciate what you say is true, Senator, 
however prior to the war for some reason or another things were 
slowing up in the Department. In the meantime, there are too many 
people who have to approve everything. There ought to be some 
branch of the service manned by competent men who will have the 
right to approve or disapprove an assignment and end it there. 

Senator O’Manoney. It is the old system of checks and balances 
again, 

OM. Frrauson. It goes along the line for 10 or 12 signatures and 
each one may add in lead pencil some little thing he thinks ought to 
be put in. We usually accept anything that is put in because they are 
of no significance whatever most of them, but in the process of going 
around and around that circle we are waiting out here to drill a well. 

Senator O’Manonry. Mr. Edlestein, do you know how mary signa- 
tures are required for the approval of a lease? 

Mr. Eptestern. I don’t. eee offhand, but I wouldn’t be surprised 
if there are as many as 10. I think we ought to look into that phase 
of it, and as a result of conversations I have had with people here, I 
am going to take it up when I get back. I think we can cut down on 
the amount on the assignment and issuance of leases. I might say that 
within the year the Secretary has delegated to the Commissioner of 
the Land Office the issuance of noncompetitive leases and the approval 
of assignment of noncompetitive leases, so that they don’t come up to 
the Secretary’s office any more, and they don’t reach the solicitor’s 
office any more, which cuts out considerable time. Perhaps the Secre- 
tary can be induced to make even further delegations which would 
save considerable time. On the number of reviewers of such things 
as assignments and the issuance of leases they.can, I am sure, be cut 
down. We ought to look into it and I will when I get back. 


ROYALTY RATES 


Mr. Ferauson. To return to the lease royalty. Furthermore, the 
royalty is less if the price of oil is less than $1 per barrel at the 
well, which does not tend to put much drive behind any legitimate in- 
crease in the price of oil, which itself tends to encourage and promote 
development. 

The whole underlying theory of a step-scale royalty, based upon pro- 
duction per well and the price of oil, seems to me fallacious in its ap- 
plication to exploratory leases. If all Government leases were on 
a 121%-percent basis, the Government would realize a higher bonus 
from any of its lands in a proven or semiproven area and it has no 
right to a higher royalty on purely wildcat lands. under present con- 
ditions than that paid to private landowners and the States. 

This is especially true when consideration is given to the many 
and varied pecuniary benefits which the Federal Government de- 
rives from increased development of its oil and gas resources, part 
of which will be paid to it by way of taxes or otherwise by the same 
private owners leasing their lands on a 1214-percent royalty. 

There need be no hesitation about prescribing a flat royalty of 1214 
percent, because the proceeds of such royalties are largely paid to the 
reclamation fund and to the States for roads and schools. 
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The royalty percentages accruing to the United States on all public 
land leases, including the old 5-percent leases, for the past 3 years 
are as follows: 


Percent 
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These apparently low percentages result from the inclusion of the 
old 5-percent leases from which a large percentage of the production 
is now obtained. However, royalties from public lands, involving 
only the step-scale leases for the last 3 years have been as follows: 


Percent 
as 8 a aa ee ee 12. 78 
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By way of illustration, the State of Wyoming, which is the principal 
oil-producing State in PAW district 4, received as its 3714 percent 
of 01] and gas royalties from Federal lands for the last 2 years: 

D043 = eee a Se oe Soe eee ee ee ee ceo $872, 022, 39 
DO a i ee Po ath OL) tale eaten 1, 675, 614. 32 

About 41 percent of the oil and gas royalties accruing from Govern- 
ment lands comes from the old 5-percent leases. Figures are not 
available to me to show whether this exact percentage applies in the 
State of Wyoming, but undoubtedly it is approximately correct for 
Wyoming. 

The production from the old 5-percent leases will constantly dimin- 
ish and the minimum royalty under all of the new leases, as well as 
the old B leases issued under permits, is 1214 percent. 

Furthermore, the old 5-percent leases were for a term of 20 years. 
They are rapidly expiring, and when renewed the minimum royalty 
is 1214 percent. 

- The Ceclouical Survey could, without much difficulty, compute the 
effect upon the amounts payable to the State of Wyoming for the 
years 1943 and 1944 if the flat royalty of 1214 percent had prevailed 
rather than the sliding-scale and step-scale royalties in the leases. 

However, figureS are not available to me at this time to make such 
computation, and it is difficult to approximate it because of the several 
different forms of Government leases now outstanding, to-wit: the 
a 5-percent leases, the sliding-scale leases, and the new step-scale 

eases, : ; 

The difference between the proposed flat royalty of 1214 Bove 
and the percentage royalty actually accruing now to the United States 
under the step-scale leases is so small that the effect on the amounts 
payable to the States for roads and schools and to the reclamation 
fund will be insignificant. The flat royalty of 1214 percent will, 
however, avoid all sorts of accounting difficulties and encourage outside 
capital to embark on an intensified exploration of the public domain. 

When companies and individuals experienced in the production of 
oil in the other oil producing States consider the Government leases 
with royalties ranging up to 25 percent, and until very recently to 32 
percent, there is no question about the deterring effect. This is not 
theoretical or imaginary. I have heard such a view expressed by 
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many producers in Texas, Oklahoma, and Kansas, experienced and 
amply able to prospect in the public-domain States, who pointed out 
the high step-scale royalties and other complications in dealing with 
the Federal Government. _ 

If the effect of a flat 1214-percent royalty should be to increase 
exploratory efforts on the public domain to the extent of only a few 
percent, it would certainly be worth trying if the real object is, in the 
language of the title of the act, to promote development. 

Very little is to be lost by such a trial, and the oil industry is unan- 
imously convinced that the ultimate result would be greatly to increase 
development and the actual moneys accruing to the Federal Govern- © 
ment, the reclamation fund, and the States for roads and schools. 

‘Such a provision is contained in the House bill introduced by Mr. 
Fernandez. : 

The Senate bill undertakes to enlarge and extend the existing 
O’Mahoney Act and to reward any discovery on the public domain 
with a 1214-percent royalty for the life of the lease. There is no pro- 
vision, however, that such reduced royalty will apply to the entire 
unitized area in which the lease is located, and even if there were, the 
approval of such unitization is entirely within the unlimited discretion 
of the Secretary of the Interior who has, in recent months, been delay- 
ing and to some extent resisting the approval of unit agreements. 

The result might well be that a prospector with many leases upon 
a structure where he had spent thousands of dollars in geological and 
exploratory work, but the whole well is located on an 80-acre govern- 
ment lease, would receive as a reward for his discovery a 1214-percent 
royalty on only the 80 acres. , 


APPROVAL OF ASSIGNMENTS 


With regard to the matter of assignments. At the present time, no 
assignment, in whole or in part, of a Government lease to an assignee 
fully qualified by citizenship and under the acreage limitations, is 
valid or effective unless and until approved by the Secretary of the 
Interior. | 

The statutes and the regulations do not in any way limit the absolute 
discretion of the Secretary to refuse to approve an assignment. 

Where the assignee was properly qualified and complied with the 
regulations, I do not know of any case where the Secretary has arbi- 
trarily refused to approve an assignment. However, for the last few 
years, when an assignment is filed there has been a delay of several 
months in processing it through the Land Office and obtaining the 
necessary approval. In the meantime the prospector, who has assem- 
bled a block of acreage for the purpose of drilling a test well, stands by 
and waits. He cannot afford to spend $100,000 or more on a well until 
he has some title, and he has no title to Government leases which he has 
purchased and had assigned to him until: the Department acts in 
approving the assignments. 

This has been one of the most serious points of irritation and dis- 
satisfaction among operators on the public lands. 

Senate bill 1236 (sec. 30) contains some provisions pertaining to 
this matter, but such assignments are still made subject to “final 
approval by the Secretary.” 
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It further provides that in the event the Secretary, for cause, refuses 
to approve an assignment, the original lessee shall continue to be liable 
under his bond. . , 

There is no definition of what will constitute “cause” for refusal 
to approve, and the whole matter is left pretty much as it was. I have 
never been able to find out why the Department of the Interior desires 
the absolute right to approve or disapprove an assignment to a fully 
qualified assignee. I have asked this question, and men in the Depart- 
ment have replied that they had never refused to approve an assign- 
ment to a qualified assignee, and that the industry’s complaints in this 
respect were merely “psychological hurdles.” 

This indicates an utter lack of appreciation of the practical aspects 
of exploring and developing the oil and gas resources on the public 
lands. Drilling rigs have been scarce for the last 3 or 4 years. Ifa 
prospector had one available for a wildcat well, the drilling contractor 
could not sit by for 4 or 5 months with his rig idle waiting for the 
approval of the assignment of Government leases, and if he moved off 
with his equipment to some other drilling area the drilling of the well 
could easily be delayed a year or more. | 

Ths is not theoretical or by way of argument, and has happened in 
many cases. I cannot emphasize too strongly that if development is 
to be promoted there should be an absolute right to assign a Govern- 
ment lease in whole or in part, the assignment not to become effective 
until filed with the Secretary of the Interior, accompanied by a proper 
showing of the qualifications of the assignee as to citizenship, acreage 
limitations, and bond. The assignee could then proceed at his own 
risk with his plans for development. 

Senator O’Manoney. Mr. Ferguson, don’t you think it would be © 
necessary for somebody on behalf of the Government to examine the 
bond of the assignee? 

Mr. Fercuson. I think they can put out a regulation as to what 
ae of bond they could accept. It is almost always a surety company 

ond. 

Senator O’Manoney. Somebody has to decide that the bond offered 
complies with the form. | 

Mr. Fercuson. I should like to make some general comments on 
bonds and things of that sort as being deterring elements in this whole 
situation. 

Senator O’Manoney. That is a field for inquiry ? 

Mr. Fercuson. Yes; and I will do that a little later in commenting 
on the other testimony. Even if the bond had to be approved, he 
could go ahead and proceed at his own risk on the Enowled ar: the bond 
would be approved. | 

In conclusion, I have emphasized the matter of royalties and assign- 
ments because I believe se are among the principal deterrents to 
active development. You have heard other well-qualified witnesses, 
both in Casper and at this hearing, discuss unitization, the sale of 
royalty oil, acreage limitations, options, and other matter which should 
be corrected in connection with any new legislation. 

IT do not want to leave the impression that the enactment of the 
O’Mahoney-Hatch bill or the Fernandez bill as they now stand would - 
not greatly improve the existing situation. 
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The industry has nothing but appreciation for the efforts of the 
sponsors of these bills to bring about an improvement. I am sure, 
however, that now that the task has been undertaken, the authors of 
these ‘bills will welcome any suggestions which, having due regard 
for the interests of the United States as a proprietor, will at the same 
time tend to promote rather than to retard development of the oil and 
gas resources of the public lands. | 

You have assured us, Senator O’Mahoney, that you and your asso- 
ciates have introduced this as a tentative bill to provoke discussion, 
and I think it has provoked discussion, and to that extent has accom- 
plished a very valuable end. I think, without something specific in- 
troduced in Congress, the discussion would have ranged over too wide 
a field, and this concentrated the attention of the industry on a spe- 
cific matter. So I have no doubt that if there are other things not 
covered by your bill which might well be taken care of at this time 
that vou and your committee will be in an entirely receptive mood to 
consider them. 

Senator O’Manoney. That is exactly the story, and I might add 
that has been the attitude of the Department of the Interior, also. I 
think it was remarked yesterday that a special departmental commit- 
tee has been appointed to confer with representatives of the industry 
and to study possibility of improving the legislation. We are well 
on our way, I may say, toward a modification of the Leasing Act for 
the purpose of helping the industry and benefiting the people of the 
United States and the people of the States in the improvement of the 
search and production of oil royalties, ' | 

Mr. Fercuson. I think those remarks are very encouraging. To- 
gether with Mr. Mattei, I met with the committee of the Interior 
Department and spent 2 days with them discussing this matter some- 
time this spring, and, of course, I have never had any animosity or 
feeling toward individual members of the Interior Department, and 
their views are not, as a whole, unreasonable. But they are all caught 
up in some kind of a machine down there, and they can’t extricate 
themselves from these 10 or 12 signatures. 


ADMINISTRATION OF THE GENERAL LEASING ACT 


In closing, it is not my desire to be unduly critical of the adminis- 
tration of the Federal Oil and Gas Leasing Act by the Department of 
the Interior, which includes the General Land Office and the United 
States Geological Survey. These branches of the public service con- 
tain many men of honesty and ability who have devoted years of their 
tee to the Government service and have certainly not been paid 
unduly. 

The United States Geological Survey is more familiar with all of 
the practical aspects of oil and gas operations in the field, and on the 
whole has cooperated within the limits of the law and the regulations 
with the prospectors and producers. I think the only legitimate criti- 
cism that can be made of the Survey is that it at times has displayed an 
excess of zeal and been unnecessarily technical in protecting what it 
conceives to be the narrow legal rights of the United States as a 
proprietor. 
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This attitude of mind, however, usually descends from above. The 
Survey was not always as difficult as it is today. It was not always 
as deterring an influence for the development of oil and gas in the 
public domain as it has become in the last few years. 

So far as the Land Office and the Department of the Interior gen- 
erally are concerned, I believe it is the impression of the industry 
that in recent years their attitude toward prospecting and develop- 
ment of oil and gas on the public domain has been too academic, tech- 
nical, and legalistic and without any real appreciation or realization 
of conditions in the field. 

Their honesty and sincerity of purpose are unquestioned, but in 
many cases they have been much too astute and ingenious in finding 
technical reasons for the refusal to approve documents filed with them, 
such as unit agreements, assignments, relinquishments, and so forth. 

Eventually, such approvals are obtained after making numerous 
changes, many of which have no practical significance, and the net 
result is a succession of delays which hinder and retard development. 
No amendments to the Leasing Act can be fully effective in accom- 
plishing the desired purpose of promoting development unless there is 
some reorientation in the attitude and thinking of the Department of 
the Interior. 

No one expects them to omit anything reasonably necessary under 
the law to protect the interests of the United States as a proprietor. 
The industry would, however, welcome an attitude of cooperation 
rather than one of resistance here and there on technical points which 
are frequently of no practical significance and tend to slow up activity 
in the fleld. 

With such a change of mental attitude upon the part of the General 
Land Office and Interior Department, the United States and the 
States would have much to gain and nothing to lose. 

Now, if you will permit me, I would like to comment briefly on three 
or four matters that emerge from the testimony of other witnesses. 


INDEPENDENTS AND MAJOR COMPANIES 


In the first place there has been a good deal of talk about independ- 
ents and major companies. I, for one, have never been able to realize 
or appreciate any distinction in the interest of the so-called independ- 
ents and the major companies. I think it is a use of words that creates 
a barrier that doesn’t actually exist. | 

I, personally, am not conscious of having any closer relations with 
any of the other major companies than I have with the many independ- 
ents with whom we have business. I think the major companies can 
fight among themselves and the independents can fight among them- 
selves much more than the independents fight with the majors or vice 
versa, and why is it? Because the interests of the independents and 
the majors dovetail in a way that is not true of the competitive inter- 
ests of the different major companies among themselves. 

For example, how does an independent. in the oil business operate ? 
He either assembles a block of acreage and seeks capital, usually from 
a major company, to drill it on some kind of a partnership basis with 
him. He either wants an overwriting royalty or he wants a working 
interest. Consequently, his opportunity for profit depends on having 
ready access to companies or individuals having the necessary capital 
to help him out on a partnership arrangement. 
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The other method he pursues is to either raise or have his own 
capital and drill his own well. 

Usually, if he opens up an oil field there is some place along the 
line when the wildcatter—the independent wildcatter—wants to re- 
sume his wildcatting. He isn’t interested in opens 20 or 30 years 
a proven field. He wants to sell it out and take the capital and start 
out again looking for new prospects. 

Where does he sell it? His principal market is the major com- 
pany and the more major companies he can go to or discuss the matter 
with the better his chance for getting a very good price. 

Now, here again, this is not theoretical. ‘There is a lot of talk 
about major companies and the independents and the diversity of 
interests and their conflicts, but, personally, I have been rather close 
to this business for a great many years.and I am not conscious of its 
existence. 

We have some independents in the sense of lease brokers, like Charlie 
Hill, who defended his profession yesterday, or independent pro- 
ducers, or people with royalty interests. I don’t know of a field where 
we don’t have some of those people interested with us. And if we 
make a mistake in doing any thing that is unfair or they do, we 
quickly correct it. So I would like to hear less about sharp lines of 
demarcation between independents and major companies because I 
don’t think it exists. 

Now another thing: 

Senator O’Matronry. Before you proceed from that, may I make 
one or two comments? 

Mr. Fercuson. Yes. 

Senator O’Manoney. Some years ago a committee of which I was 
a member was conducting an inquiry into the petroleum industry and 
the industry itself was invited to appear before the committee and 
tell the story of its organization and its administration. In the course 
of his testimony, the late President Farrish, of the Standard Oil Co. 
of New Jersey, told the committee that the so-called major companies— 
some 20 of them—owned at that time, as I recall it, about 65 percent 
of all the known reserves of 01] in the United States. Subsequently, 
the Committee on Public Lands considered the bill which became 
the act of December 24, 1942 and later the synthetic liquid fuels 
bill, and looking at that matter again, in less than 8 years which 
intervened between the studies, it would appear that the percentage 
of petroleum reserves owned by the major companies had increased 
from 65 percent, when Mr. Farrish testified, to considerably over 72 
percent at the latter period. , 

Now, the independent operator no doubt takes note of that, although, 
as you say, the independent operator has a market with the majors. 
It means a new discovery. He wants to sell it out and go searching 
elsewhere. That produces inevitably this increase of ownership of 
the reserves in the hands of the majors. Well, if that were to com 
tinue, we might eventually come to a time when the independent 
would be excluded practically altogether. 

Mr. Ferauson. If I may interrupt there. J think that you say is 
quite interesting, and the reason that percentage has increased is be- 
cause the independents have opened up more than half of the oil 
fields in the United States and have sold out to other companies who 
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buy oil in the ground because they have refining and marketing in- 
terests. But an interesting piece of data to me would be whether 
the number of independent operators has decreased in that process. 

I think the proven reserves might continue to be owned in increasing 
amount by 20 or 30 companies. It might even, as you say, ultimately 
be 90 percent, but you still might have more independent operators 
than you ever had before seeking new oil fields to sell to the same 
majors and make a lot of money and go off prospecting for new fields. 

Senator O’Manoney. You say there might; what is the fact ? 

Mr. Feroauson. I think there are. My impression is that in Texas, 
for example, there have been more independent operators in recent 
years than there ever were before. I think there are more independent 
operators in Wyoming. 

Senator O’Manoney. The laws governing the public domain began 
with the principle that individuals by individual work could acquire 
ownership and the thinking progressed from that—if you can make 
any choice between the two—.wuntil now we are dealing, as far as 
oil is concerned, almost exclusively with organizations not with 
individuals. | 

When the Leasing Act was passed in 1920 I think that many of 
those who helped to draft that law, many of the Members of Congress 
who voted on it, thought that it contained provisions which would 
preserve opportunity for the individual to go out on the public domain 
and gain a little petroleum lease of his own. That was the principle. 

Mr. Fereuson. He can still do it if he wants to spend the money 
for seismograph work in building a seismograph hole. 

Senator O’Manoney. That is the hitch. The individual cannot do 
that. That is why we are moving into this era of organized develop- 
ment. So that the problem that confronts those of us who sit in Con- 
gress and try to draw up these bills is to draw up the largest measure 
of opportunity for the little fellow while at the same time securing 
benefits of efficient operation, which we must have if we are going 
_ to produce the results. 

Mr. Ferauson. I certainly wouldn’t quarrel with that objective and 
I think your bill is a start in the direction of improving the position 
of the independent operator, and that the additional suggestions that 
have been made will almost, without exception, improve them. Even 
matters such as acreage limitation and options which might chiefly be 
said to be of interest to the major companies. 

Senator Roperrson. Mr. Ferguson, Mr. Chairman, may I say that 
I feel that organizations such as the Rocky Mountain Oil & Gas 
Association, and the Mid-Continent Oil & Gas Association, com- 
prising as it does the representatives of the major companies, the inde- 
pendent—the small operator—and even the “sooners”, I think are a 
very important point of consideration in the meetings that we have 
had, appearing as they do in entire agreement in their suggestions 
regarding S. 1236. I feel that is very much a step forward in the 
right direction and should have a very powerful influence with the 
soy enloe in their consideration of the bill. 

enator O’Mauoney. I have no doubt the Interior Department is 
profiting, also, by these hearings. 
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Mr. Fereuson. IJ think that is quite correct and constructive, Sena- 
tor. In that connection, I might add that the views of the Rocky 
Mountain Oil & Gas Association are not formulated by one or two 
people. I attended a meeting in Casper. The board of directors of 
the Rocky Mountain Gas & Oil Association—I don’t happen to be a 
director—had this matter under consideration. They have 50 
directors. 

Senator Ronertrson. Your company is a member of that association ! 

Mr. Fercuson. We are a member, and Mr. McCaully of our com- 
pany happens to be a director. I think at that meeting they had at 
least 70 people. a 

Mr. Encuisu. Almost a hundred, Mr. Ferguson. 

Mr. Frercuson. At any rate, there were a lot of people who under- 
took to make statements about the bill. Before the meeting progressed 
very far it turned into a free-for-all around the table. It became a 
discussion in which everybody seemed to be perfectly free to partici- 
pate. Ihave rarely seen a meeting as free of inhibitions, where every 
man had an opportunity to express himself. 

The statement that was finally prepared by the Rocky Mountain 
Oil & Gas Association represented the general conclusion of that 
meeting. 


ACREAGE LIMITATIONS 


Now, with respect to some of these other matters, which I think are 
hindrances to the development of the public domain, let’s consider the 
question of acreage limitations. I have never been able to see how the 
Government or the independent operator or any other operator on the 
public domain was benefited by any acreage limitations. 

I am not objecting to the provisions of the Senate bill, which enlarge 
in a modest way the existing acreage limitations, but how the limited- 
acreage item crept into the act of 1920 I don’t know. My recollection 
is that Senator La Follette, the elder, thought that there would be some 
opportunity when the Government switched from selling outright to 
leasing for monopolization of the public domain, and without some 
acreage limitations it would be monopolized. 

Well, there has never been any limitation of acreage on private 
lands. There has never been-any acreage limitation in the State of 
Texas where there are no Federal-owned lands—no monopoly has 
resulted ; no monopoly could possibly result on the public domain with 
acreage limitation entirely removed. 

The industry is too highly competitive. There are too many people 
in it; nobody could corral it. AsI say, the State of Texas is a very 
large area with no acreage limitation. The people of Texas, I think, 
are about as sensitive to talk of monopoly and trusts as any State in 
the Union. As far as I am concerned, I have never heard it suggested 
that the State should impose limitation on the amount of acreage 
that any individual or company should hold on oil and gas leases in 
the State. They have never in Pennsylvania, West Virginia, Kansas, 
and Illinois. Kansas is largely a privately owned State. You can 
go into Kansas and take as many private leases as you want to. I 
have never even heard it suggested that there should be some limitation 
on the number of oil and gas leases you could take from private owners 
in the State of Kansas. i. 
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Consequently, I say that the change which may be necessary for . 
political consideration is a very modest one and I say also that the 
acreage limitation has been a deterrent to development and it has 
worked to the disadvantage of the individual. : 

As I said before, the independent usually makes his money in the 
oil business by assembling acreage and bringing it to some company 
or individual with capital to drill and working out a partnership 
arrangement of some sort, even an overwriting royalty or a working 
interest arrangement or he goes ahead and drills the well himself and 
in any event to sell if he is the wildcatter type. Sometimes he wants 
to go into marketing and refining and becomes an integrated oil 
company, but usually a producer wants to sell his production. 

Now, in these public-lands States if he wants to sell he may be 
limited in his choice of purchasers or in the number of purchasers he 
can contact because they may already have their full acreage limita- 
tion and simply can’t deal with him. 

In addition to that, if he wants to interest some company with 
capital in joining him in the development, they may be precluded 
from doing anything of that kind because they already have their 
limit of acres. Here, again, these things are not theoretical; they 
come up all the time. 

Now, if the larger company feels that the area presented to him 
by the independent is quite interesting and likely to produce and 
they would rather give up some of the acreage they have, reduce the 
amount of acreage so as to come within the acreage limitation of the 
new deal, they file a relinquishment to the Department of the Interior 
and they may hear in 6 months whether the Secretary consents to 
relinquishment. 

Under the existing law the Secretary must not only approve an as- 
signment, he must approve a relinquishment of the lease back. There, 
again, the Department has never acted arbitrarily, eventually the ap- 

roval comes through, but it comes through with such a delay that 
it tends to retard and delay operations on the public domain. 


OPTIONS ON LEASES 


Take the question of options. Options on lease have been taken by 
larger companies and others for a number of years on the theory 
that the existing law permitted such options, that until the options 
were exercised you didn’t have a lease and if you didn’t have a lease 
you weren’t charged with the acreage anyway. 
~ There were some rather general statements, though, in a section 
of the act about not controlling any more than the acreage limit and 
it was thought desirable to clear up that situation in the statute, but 
the statue in clearing it up, it should be kept in mind, is restrictive 
rather than enlarging. 

Today, those options are being taken in all directions on much more, 
I think in many instances, than a 100,000 acres in the State and coun- 
sel have advised the companies that until they exercise the option and 
take a lease they are not in violation of the acreage limitations. Con- 
sequently, this provision in the Senate bill about options, which I am 
not objecting to, cannot be said to enlarge the amount of land that 
can be tied up in that way because under existing practices those 
options are being taken and unless exercised it is not considered that 
they come within the acreage limitations. 
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Now with respect to the option principle: Rather than applying to 
the Government for a permit tying up 100,000 acres to do geological 
work, I favor an option idea for the reason that it spreads the benefits 
of all of this activity over more people. 

These leases that are optioned are leases that are issued by. the 
Government to individuals. They grant an option to take an assign- 
ment of the lease upon the payment of some overriding royalty. It 
may be 1 percent or something of that sort. It isn’t a simple matter 
to line up options on 50 or 100,000 acres. It is expensive. There are 
a lot of papers and there are a lot of people to get to sign and I couldn't 
help of thinking of that yesterday when the suggestion was made that 
if you didn’t provide in these options that geophysical work or geo- 
logical work was compulsory, that people might go out and just take a 
lot of options with no intent of doing anything. I don’t believe any- 
body is in a hurry to go out and spend the money necessary to take 
options on a 100,000 acres of leases until he has some serious intention 
of doing the geological work necessary to determine whether he wants 
to hold it. It is a great big job—expensive—and involves the time of 
a lot of men. | 

In addition to that, the Sooners come into this picture there, because 
a major company doesn’t want to do it directly and it hasn’t the Jand 
department facilities to do the job. But if they think by some recon- 
naissance survey that this area merits consideration—they may have 
gone over it with a gravity meter and found some—we will be inter- 
ested in leases covering that area to give us an opportunity for geo- 
physical or geological work. __ 

My only point is that while I am perfectly satisfied with the pro- 
visions of the Senate bill pertaining to options, the provisions are in 
a sense restrictive rather than euatens because under the existing 
practice they take options on more than 100,000 acres and they take 
them for a longer period than 2 years and nothing is said about geo- 
physical work. 

Senator Rosrertrson. And probably, Mr. Ferguson, a “sooner” could 
go in and collect those options at a very much more reasonable rate 
than a large company ? | 


PUBLIC DOMAIN VERSUS PRIVATELY OWNED LANDS 


Mr. Fereuson. That is quite right. Let us consider the relative 
position of the lands in the public domain as compared with privately 
owned lands. We are all talking here about promoting devalopident. 
What are the differences in the inducement to develop public lands and 
to develop private lands? In the first place, after the leasing bill 
was passed in 1920, which provided that the leases should be issued 
under such rules and regulations as the Secretary might promulgate, 
the original rules and regulations were all directed more or less at 
production and the lease form itself. But, as usually happens in 
governmental bureaus, as time wore on everybody began to study and 
take a look at it and they made the regulations more complicated and 
more detailed until we finally reached the point, as was well illustrated 
by Mr. Parker yesterday, of a notice such as he read coming from the 
Geologica] Survey. That didn’t happen in the twenties. That didn’t 
happen after the leasing bill was passed. That is the result of any 
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governmental bureau and any company, for that matter, of people 
piling up and piling up additional complications that serve mo par- 
ticularly useful purpose. 

But, in any event, the prospector who contemplates operating on 
Government land finds his lessor saying, “I will give you a lease sub- 
ject to such rules and regulations as I now have, or subject to any 
changes that I elect to make hereafter.” If the lessee asks, “What 
changes?” he says, “I don’t know. That depends on how I feel about 
it 10 years from now.” 

A private owner doesn’t say to him when he gives him a lease, “I want 
you to develop this property in accordance with my rules and regula- 
tions and I reserve the right to change them any time.I want to.” A 

rivate owner doesn’t say to him, “You have to put up a bond,” when 
e gives the lease. | 
don’t know just why the Government should require a bond when 
the private owner doesn’t. The private owner assumes that the man 
who is risking his capital in the drilling of a well upon his property 
has some right to control development and that if he makes anything 
the land owner is going to get his share of it through the royalty route 
and he sits back contented to go that way and I should say that if it 
were all added up over the years that the private owner executing an 
ordinary commercial lease with no rules or regulations, no reserve 
power in every section of it saying that the lessee can’t do this or that 
without the approval of the owner, when it is all added up I think 
the private owner has come out just as well as the Government and 
ee all of the expense that the Government goes to to protect 
itself. 

Mr. Epetsrein. I might say that so far as bonds are concerned we 
have had recourse to sureties fairly often so that they haven’t been 
really academic. ‘ 

Mr. Fereuson. For what purpose? 

Mr. Epetste1n. For the purpose of rents which the lessee cannot 
pay ; for the purpose of collecting damage for improper abandonment. 

Mr. Duncan. Let me answer that. When you take a lease from a 

rivate individual, he requires that you pay the rent or forfeit the 
ease, but the Government gives you a lease for 5 years—longer at 
one time, 20 years—and requires you to put up a bond that says you 
can’t surrender it, and we have never refused one that I know of. 

Mr. Ferouson. That, I suppose is another psychological hin- 
drance—you never do refuse them; you ultimately provide them, but 
in the meantime you sit around waiting for 5 months or 6 months? 

Mr. Epe.stern. That is something else. Now you are going back 
to delays. 

Mr. Frrauson. I think I have very candidly stated that I know of 
no instance where the Secretary has ultimately refused to approve 
an assignment or a relinquishment. 

Senator O’Manoney. I think it ought to be said, Mr. Ferguson, 
that there is a very great difference between the private owner and 
the executive bureau that administers the public domain. The private 
owner is complete lord of his own domain and what he does he does 
on his own responsibility and he owes no explanation to anybody 
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else, whereas these gentlemen in the Interior Department are ad- 
ministering the public domain as a trust for all of the people, and_ 
I think that this hearing has demonstrated that they are always 
subject to a little criticism and supervision by those who are affected 
by their operations. 

I can see that the Commissioner of the General Land Office, the 
head of the Geological Survey, might find himself in a rather difficult 
position if he were to attempt to administer the public’s land the same 
way as the owner of a private tract. As you pointed out yourself, one 
of the inevitable results of organization, whether it be Government 
organization, or corporate organization, is the building up of red tape. 
There is bureaucracy in the big corporations just as there is bureauc- 
racy in the Government, because no individual can assume the respon- 
sibility which belongs to the organization. 

_ Mr. Ferouson. Senator, I concede that, but I make this point about 

— it: J am not suggesting that the Government is free to lease the 
Jands without supervision such as a farmer would in Kansas, but 
they started out in 1920 with rules and regulations designed to protect 
the interests of the United States as a proprietor. As they work their 
way along through the various amendments and activities they inject 
the United States not as a proprietor but as a governmental agency 
exercising governmental powers into the whole picture so that with 
their unitization schemes of controlling the rate and quantity of pro- 
duction, as they think, in the national interest or doing this thing 
or that thing or all of those reserve powers in the Secretary in the 
new forms are a quasi-exercise of governmental powers not proprietary 
powers. 


UNITIZATION 


Senator O’Manoney. But the unitization theory that you cite as 
an example was not imposed upon the industry; the industry itself 
desired unitization. 

Mr. Frercuson. Unitization is excellent. All the lease forms con- 
tain a provision that it makes it compulsory, but that provision hasn’t 
been used. The point I make about unitization is that they exercise 
the right to approve the unit agreement, and the agreement reserves 
a lot of power to the Secretary as regards the unit agreement. 

Someone gave a striking illustration on drilling on the state land. 
To put that state land in the unit you had to subject it to every con- 
trol that the Secretary thought was in the public interest. 

To go on—well, speaking of unitization under the existing situa- 
tion, the Secretary is ae) Seve to approve unit agreements if they are 
in the public interest. hat is the public interest? That leaves too 
wide an opening for abitrary acts. I think a unit agreement is al- 
ways in the public interest if it tends to conserve the oi] and gas 
resources and increase the ultimate recovery of the field and it seems 
to me that instead of putting ourselves in the position where the 
Secretary may or may not approve a unit agreement, because in his 
judgment it isn’t in the public interest, it should be at least stated 
that he must approve the agreement if it tends to conserve the natural 
resources and to increase the ultimate recovery. 
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NEW LEASES FOR OLD 


Now, another thing in closing. I don’t believe anybody here has 
dwelt upon the right to convert existing exploratory leases into the 
new leases if the Senate bill should be adopted. In the recommenda- 
tions of the Rocky Mountain Oil and Gas Association such a recom- 
mepdation has been made that if a man took out an exploratory lease 
a year ago on the step-scale royalty and nothing has been done there— 
no discovery made—he shouldn’t be in a worse position because he 
happened to take it out a year ago than a man taking out a new lease 
under this bill and who would get, say, a flat 1214-percent royalty. So, 
I think if you accept competitive-bidding leases where presumably 
the amount of the bonus paid was influenced by the royalty and if you 
accept preferential-right leases under the old permit system that any- 
body having a mere exploratory lease should be permitted to convert 
that exploratory lease into the more favorable type of lease that would 
emanate from this bill if it were passed. 


CALIFORNIA LEASES 


I might say this, and I say it with great hesitation, about Califor- 
nia. There were some questions asked yesterday about the Kern Coun- 
ty Land Co. I used to be familiar with their leases. We had some 
in the Wasco Field, which as you know is adjacent to the Tensection 
and the Rebravo field. The Kern County Land Co. proceeds upon 
this theory that you can get a shooting option for nothing from them. 
But it is in a very prolific oil territory and if as a result of your shoot- 
ing you elect to take a lease they say you are taking a lease on proven 
Paste and the recoveries are so enormous—ranging from 100,000 to 
500,000 barrels to the acre in that area—that they possibly with jus- 
tification say if you get 75 percent of the proceeds and we get 25 per- 
cent, your 75 percent will still be a great deal more than a 2-percent 
royalty where the recovery is 10,000 or 20,000 bsrrels to the acre. 

The whole theory of the Kern County Land Co. is if you want to 
prospect or shoot our land we will let you do it for nothing, but if 
as a result of this geological work you want to lease in order to drill 
a well, we think you have found something that makes that land, if 
not proven, semiproven and we don’t have to leave it and we are going 
to sit back here and deal with you as if it were proven territory. _ 

Now, that was their attitude and that has no bearing on a situation 
such as we have been talking about in the Rocky Mountains and other 
public-land States. That is all. Thank you. 


PROVEN AND UNPROVEN LANDS 


Senator O’Manoney. There is in your mind a great distinction be- 
tween proven and unproven land? 

Mr. Fercuson. Yes; and I say that can’t be overemphasized. A 
major company approaches a proven proposition, it might bid a bonus 
of a million dollars, which has been done on Indian land in Oklahoma, 
but it feels that the territory is thoroughly proven and what it is doing 
is buying oil in the ground. 

Senator O’Manoney. This bill as it is drawn makes the distinction 
between proven leases and exploratory leases ? 

Mr. Fercvuson. Yes. : 
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Senator O’Manoney. There has been a universal demand among 
the oil fraternity for a flat 1214-percent royalty. That provision was 
not written into this bill because the sponsors of the bill felt that it 
was a subject of such great importance that before being presented as 
a definite and fixed policy that opportunity should be granted to make 
a complete review of all the possibilities. In other words, speaking 
for myself, I wanted to be sure that in the public interest every phase 
of that problem was presented at a public hearing. 

I recognize the desirability of having the Leasing Act in such form 
as to promote the devlopment of the public land and I want to see 
the Government extend an incentive to the wildcatter to search for oil, 
because the country needs the oil more than it needs almost any 
other type of fuel. Liquid fuel is an indispensable means of carrying 
on industry. Yet, on the other hand, I can’t close my eyes to the fact 
that we have the greatest public debt that any country in history ever 
assumed—$216,000,000,000. If we are to avoid the dangers that are 
implicit in that debt, those of us who are in Congress must take what 
steps we can to see that the revenue of the Government does not unnec- 
essarily fall off. But what the Government can do in the public in- 
terest will be done better if it pays its way as it goes along. I don’t 
hike the idea of deficit spending. I don’t like the idea of Government 
subsidies. I don’t like grants—unnecessary grants—and, of course, if 
the Government has a valuable resource and gives it away that is in 
a sense a subsidy. Therefore, this bill was drawn and introduced 
im the Senate without any provisions calling for a flat royalty. 

Now, as you pointed out, the Kern County Land Co. acted under 
the theory that the land it held was actually proven territory and 
therefore it felt that it was Justified in charging a much higher royalty 
than the one-eighth requested by the oil industry here. ‘And your 
testimony is that that is a very reasonable procedure. 

Mr. Ferauson. Well, it is their procedure. 

Senator O’ManHoney. Well, you can see that the owners of that land 
feel that they are entitled to that return and apparently there has been 
no dearth of applications for opportunity to develop them. 

Mr. Fercuson. It is in a very prolific territory. If you make one 
discovery, you have developed more oil in one field than the whole 
public domain. | 

Senator O’Manonry. Now, under this bill, in the territory under 
the public domain it would be possible for any applicant for a lease 
on proven territory to bid not only a bonus but a royalty; and if the 
land were prolific like the land of the Kern County Land Co., would 
it not be reasonable to hold open the opportunity for a bid on royalty 
as well as on bonus? 

Mr. Frerauson. It would, I think, reflect itself in the bonus and sim- 
plify things to have a single lease form. I wouldn’t object to that par- 
ticularly—I mean in theory. | 

Senator O’Manoney. It would reflect itself in the bonus, but there 
are ‘some applicants that might not be able to pay the bonus. 

Mr. Frercuson. I see. 

Senator O’Manoney. There has never been a sale of leases on the 
public domain, certainly within the State of Wyoming, as a result of 
which I have not had letters from oilmen who have complained that 
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_ the sale at a bonus gave the big companies the great advantage over 
the little fellows who didn’t have the cash to put up. 

Now, if the little fellow could bid an increased royalty in lieu of a 
bonus, would anybody be hurt? 

Mr. Frrcuson. I don’t believe they would. So far as I am person- 
ally concerned, where the Government has proven land within a known 
geological structure, anything they want to devise to get the most they 
possibly can out of that is perfectly reasonable. But when it comes to 
prospective leases, if the object is to promote the development of the 
public domain, to turn it into production, then you have an entirely 
different question. 

Senator O’Manoney. That is the reason why I introduced that bill 
aed licea for the flat royalty to stimulate the search for 011 when the 

overnment needed oil. The bill was successful. 

Mr. Frerauson. Quite constructive. 

Senator O’Manoney. I think it has promoted the search for oil, 
and I think that the Interior Department will be asked to consider 
the advisability when we are finally acting upon the bill to make the 
distinction which we have just discussed here between proven territory 
and exploratory territory; considering the great expense which is ob- 
viously now necessary to search for new sources of oi]. I think there is 
a very great reason to urge that in exploratory leases at least there 
should be a flat 1214-percent royalty. The argument does not apply 
with equal strength, to my mind, on proven territory. Are,there any 
questions ? 

Senator Rospertson. I have no questions. 

Mr. Duncan. I would like to ask Mr. Ferguson a question. If the 
exploratory leases are issued, or these 5-year noncompetitive leases 
continue without any requirement to drill, as has been suggested by 
some, or without any limitation on overriding royalties, as was sug- 
gested by the New Mexico representative, will 1t promote any develop- 
ment if there is no incentive to obtain a royalty reduction by drilling 
the first well—would there be a.tendency under those conditions Just 
to hold the acreage? 

Mr. Fercuson. I think, Mr. Duncan, that any talk about holding 
acreage and paying rentals on it just for the sake of holding it is greatly 
exaggerated. 

So far as the actual operators on the public domain and elsewhere 
today are concerned, they have abandoned the policy of holding any 
kind of acreage and paying rentals on it a moment longer than they 
think it has any prospects. It costs too much money; it runs into an 
astounding sum for a large company to continue to pay rentals on land 
just for the sake of holding it. It isn’t being done. 

Mr. Duncan. Would you favor rentals each year? 

Mr. Ferauson. The profession now pays up for 2 years. 

Mr. Duncan. One year and then 2 years free. 

Mr. Frercuson. I don’t know. I think you had better ask some of 
the lease brokers and others about that. I don’t want to embarrass 
them. I haven’t really addressed myself to them. 

Senator O’Manonry. There being no other questions, Mr. Ferguson, 
we are very much indebted to you for your statement. 

Mr. Sawyers is on my list as the next witness, 
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STATEMENT OF HUGH L. SAWYERS, EXECUTIVE SECRETARY, NEW 
MEXICO OIL AND GAS ASSOCIATION, ROSWELL, N. MEX. 


Mr. Sawyers. My name is Hugh L. Sawyers, New Mexico Oil and 
Gas Association, Roswell, N. Mex. Senator, in my absence yesterday 
you heard Mr. Seth speaking for the New Mexico Oil and Gas Asso- 
ciation. This morning I would like to ask permission of the committee 
to submit a statement by Col. J. D. Atwood, of Roswell, N. Mex., in 
connection with—well, it is along the lines of the testimony of Mr. 
Jacobson yesterday on leases, 

Senator O’Manoney. The statement. will be received and will be 
made a part of the record, Mr. Sawyers. 

.  [Notre.—Colonel Atwood’s statement is carried immediately follow- 
ing Mr. Sawyers’ statement. | 


ACCOUNTING SYSTEM 


Mr. Sawyers. I have one other thing that I would like to mention 
that hasn’t been brought out, and I would also like to prepare a state- 
ment and submit it to the committee at a future date, because I am 
not prepared to go into it in detail this morning. It is in connection 
with the accounting system. In New Mexico it seems we have one 
office which keeps the financial records; a second department that 
bills the operator and the payment is made to a third office and at any 
time the operator wants to find out his financial standing with the 
Government he finds it impossible to obtain that information. 

Senator O’Manoney. If you will be good enough to prepare your 
statement and hand it to Mr. W. H. McMains, the clerk of the com- 
mittee, it will be made a part of the record. : 

“Mr. Sawyers. Thank you. 


(The following statement was subsequently submitted by Mr. Sawyers.) 


SUPPLEMENTAL STATEMENT BY HuGH L. SAWYERS, EXECUTIVE SECRETARY, NEW 
MeExIco OIL AND GAS ASSOCIATION, ROSWELL, N. Mex. 


Gentlemen of the committee; I have heard the testimony presented to your 
committee with reference to S. 1236, and I heartily concur in the recommendations 
that have been made by the various witnesses, and especially endorse their recom- 
mendations in regard to the flat one-eighth royalty, commercial form of lease, and 
the exchange and extension of Federal leases. 


ACCOUNTING SYSTEM 


However, there is another subject that has received little or no consideration, 
and I would like to call the matter to the attention of this committee, and urge 
that action be taken to correct a very unsatisfactory condition. This is the matter 
of the accounting system in connection with the rental and royalty payments due 
the Government under the terms of Federal oil and gas leases. Under the present 
system the method is substantially as follows: 

1. Rental notices are mailed the lessee from the General Land Office in Wash- 
ington. 

2. Royalties due the United States are billed the operator by the local United 
States Geological Survey office. 

3. Both payments, rentals and royalties, are then made (supposedly) to the 
district land office, who in turn forward the payment to the General Land Office in 
Washington. 

4. The General Land Office, after collecting the royalties through the district 
land office, is not required to notify the local USGS that royalty payments have 
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been received. The USGS, who originally made the billing for the royalty pay- 
ment, has no record showing that royalties were ever paid. 

The net result of the above is that the lessee or producer will receive statements 
of amounts due the Government from two different offices, with instructions to 
pay through a third. Then, for lack of coordination and central accounting con- 
trol, not one of the three offices can furnish the lessee or producer up-to-date infor- 
mation as to the status of his lease and royalty account with the United States 
Government. : 

Leaseowners should be able to obtain from a central office a statement showing 
the exact financial status of a lease at any time and with minimum delay. There 
is a great deal of confusion, uncertainty, and delay in the present system which 
did not exist when lease and royalty accounts were handled by the local offices 
of the USGS. Iam sure that the Interior Departinent, the General Land Office, 
and the United States Geological Survey would have no objection to correcting 
and coordinating the accounting system insofar as it affects oil and gas leases. 
1 would recommend that the accounting be turned back to the local offices of the 
USGS or set up in the local land offices, rather than centralized, as at present, in 
the General Land Office in Washington. 


ALL OIL AND GAS LANDS UNDER INTERIOR DEPARTMENT 


One other matter. It is my opinion, and I think it is the opinion of oi] and gas 
producers generally, that S. 1236 should also provide that all lands of the United 
States be brought under the Federal Leasing Act and that all lands be put under 
the Interior Department, or at least a central authority, for oil and gas leaSing 
purposes. 


STATEMENT OF COL. J. D. ATWOOD, NEW MEXICO OIL AND GAS 
ASSOCIATION, ROSWELL, N. MEX. 


SuccEsTeD AMENDMENTS TO THE FEDERAL LEASING ACT 


FIVE-YEAR LEASES 


1. All leases issued after the effective date of the amendatory act 
should provide for a term of 5 years and as long thereafter as oil or 
gas is produced from any of the lands embraced in the basic lease. 

The purpose of this amendment is to give the lessee the benefit of a 
discovery upon an assigned tract and the assignee of an assigned 
tract the benefit of a discovery upon an unassigned tract. Both State 
leases and leases on private lands confer these benefits but a depart- 
mental ruling bars ie holders of Federal leases from such benefits 
even though Federal leases contain the distinct provision that the 
lease continues in effect “so long thereafter as oil or gas is produced in 
paying quantities,” and that “every benefit hereof shall inure to the 
heirs, executors, administrators, successors, or assigns of the respec- 
tive parties hereto.” | 


ROYALTY RATES 


2. All subsequent leases should provide for a straight one-eighth 
royalty. Rentals should be at the rate of 25 cents per acre until dis- 
covery is made upon the leased lands and thereafter the rentals should 
be $1 per acre credited upon royalties. 

At present the $1 rental is imposed if discoveries in the vicinity 
result in the leased lands being classified as on a producing structure, 
regardless of whether there is any ee from the lease. The 
one-eighth royalty is in keeping with the standard royalties payable 
from State and privately owned lands. 
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\ 
RENEWAL OF LEASES 


3. The holder of a lease should be entitled to one 5-year renewal at 
the expiration of the 5-year primary term if no production is being 
obtained from any of the leased lands. The pending bills propose a 
preference right instead of a renewal, but this gives the Secretary the 
discretion to refuse to lease the lands to anyone, and it also subjects 
the leaseholder to the penalties of withdrawals, and so forth, which 
may have been made during the primary term. : 

For example, the holder of an exchange lease on lands in Eddy 

County has been refused a new lease because, during the term of the 
exchange lease, the Secretary withdrew lands in the area from leasing 
for the stated purpose of protecting the potash deposits. 
_ Also, under the proposed bills, the preference right is not granted 
as to lands which have been classified as upon a producing structure. 
Such classification should not operate to deprive the leaseholder of his 
ne to continue his lease in effect without the necessity of taking the 
risk of drilling upon the classified tract. 

Experience has shown that the classification of a tract as being 
upon a known producing structure does not conclusively determine 
the potential productivity of the tract. 


LEASES SHOULD BEAR DATE OF ISSUANCE 


4, All leases should bear the date of their issuance. In the issuance 
of exchange leases and in the preference-right leases there have been 
cases where a substantial part of the 5-year primary term was con- 
sumed by delays in the General Land Office, during which time the 
lessee could not drill nor could he make a contract for development. 


, : DEPARTMENTAL APPROVAL OF ASSIGNMENTS 


5. Departmental approval of assignments should not be required 
but the lessee should remain bound by the provisions of the lease and 
by his bond until departmental approval is obtained, and thereafter 
he should be relieved from further obligation as to the assigned tract. 

Departmental approval of assignments should be mandatory in 
those cases where the assignee shows that he is qualified under the act 
and has furnished the necessary bond. 

The Fernandez bill has been understood by some as granting a free 
right of assignment without approval by the Secretary. The opposite 
is in actual effect, for his bill provides that an assignment shall not 
be of any force or effect until an executed copy is filed with the Sec- 
retary, together with a bond and proof of qualification. Under this 
bill no title examiner will take the risk of approving the title until 
after the Secretary has approved the assignment. 


OVERRIDING ROYALTIES 


6. The Secretary should not be permitted to prescribe the amount 
of overriding royalties or oil payments which leaseowner and the 
purchaser may agree upon. Under existing regulations, the Secretary 
arbitrarily and, in my opinion, without any legal sanction rejects as- 
signments if in his opinion the purchaser is agreeing to an overriding 
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royalty or an oil payment which will become a burden upon the lease. 
The Government is amply protected by the bond of the lessee and the 
right of cancellation for. failure to perform the terms of the lease 
against any situation which might arise if the holder of a lease should 
fail to operate same because of burdensome overriding royalties or 
oil payments. 

The judgment of experienced oil-field operators, in my opinion, is far 
more dependable as to how much overriding royalty or 011 payment can 
be borne by a lease than that of the experts in the Department, many 
of whom are wholly without practical experience in the oil business. 


UNITIZATION 


7. Unitization of a Federal lease should not be compulsory. There 
is no law which forces the holder of a State lease or a lease on private 
lands to submit his lease to a unitization plan whereby the operation 
of his property may be taken out of his hands and given to a major 
company whose expenses of operation may be far in excess of that 
of the individual operator. After all, a Federal oil and gas lease 
is property; and the person who acquires one, whether by purchase 
from the lessee or from the Government, should have substantially the 
same rights as any other oil and gas lessee. 


CANCELLATION OF LEASES BY SECRETARY 


8. Under the existing law and under the proposed bills, a lease can 
be canceled by the Secretary unless the leased lands are known to 
contain valuable deposits of oil or gas. If the action of the Secre- 
tary in canceling the lease is arbitrary, the leaseowner is without 
recourse excepting by an injunction suit in the District of Columbia 
in which action the court is bound by the findings of fact of the Sec- 
retary. Therefore, if the Secretary should find that the leased lands 
were not known to contain valuable deposits, the court would be 
bound by his findings, even though there mee! be ample proof that 
the lands did contain such deposits, and therefore the Secretary would 
be without the power to cancel the lease. 

Provisions should be made for an appeal from the action of the 
Secretary in a case of this kind to the United States district court 
of the district in which the lands are located, with the further pro- 
vision that the hearing before the court would be in the nature of a 
trial de novo in which the judge would be free to make his own find- 
ings of fact. 


TWENTY-YEAR .LEASES 


9, Existing 20-year leases should be modified so that they would 
continue in force and effect so long as production of oil or gas is 
being obtained from the leased lands. 

The present law provides for a right of successive renewals of 10 
years each, upon such reasonable terms and provisions as may be 
prescribed by the Secretary. . 

Regulations already issued covering these renewals show that the 
Department has entirely disregarded the presence of the word “rea- 
sonable” in the act. 
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_ A leaseowner who has spent large sums of money in developing his 
lease to the joint benefit of the Government and himself should not 
be subjected to these recurring renewals whose terms and provisions 
he cannot foresee and which are left entirely to the discretion of the 
Secretary then in office. 


OPTION TO PURCHASE LEASES 


10. An option to purchase a lease is not an interest in the lease and 
does not subject the holder of the option to the possibility of penaliza- 
tion under the acreage-limitation provision of the act. However, both 
of the pending bills, by their negative provisions with reference to 
the taking of options for geophysical examination purposes, inferen- 
tially declare that other options do constitute an interest in the lease. 
I recommend that the option provisions of both bills be stricken or, 
in lieu thereof, that a specific declaration be inserted to the effect that 
an option to purchase shall not be considered as a holding under the 
lease or as requiring the approval of the Secretary. 

' Senator O’Manoney. The next witness on the list is Mr. Shannon. 


STATEMENT OF R. S. SHANNON, INDEPENDENT OIL OPERATOR, 
DENVER, COLO.. 


Mr. SHannon. My name is R. 8. Shannon. My home is in Denver. 
I am an oil producer. J amamember of the Petroleum Industry War 
Council and chairman of the production committee for district 4 under 
the Petroleum Administration functional committee set-up. 
| Senator, I have had a chance to observe development on the public 
domain out in this country—principally in Wyoming, Colorado, and 
Montana—for more than 30 years. So that I feel I can make some 
observations from a practical standpoint of what I have learned from 
my experience in these operations on Government land. 

I think that, as you no doubt had in mind, this was a most opportune 
time to offer a new leasing bill for oil and gas on the public domain, 
for the reason that when you offered it the war was not over; but . 
the war is now over, and I think that the oil business, along with all 
other business, is in for a great period of transition and readjustment, 
an that Congress owes the public and the oil business a new leasing 

ill. 
- I think a good leasing bill will assist the Interior Department in the 
better administration of Government land from the standpoint of the 
eee operator, and that is the standpoint that I am talking 
about. 


THE SMALL OPERATOR 


It has been my observation that the operations on Government land 
have become increasingly difficult for the individual and small opera- 
tor. Not through any intent, as I see it, on the part of the Depart- 
ment of the Interior, bute as Mr. Ferguson said, I think it has gotten 
tangled up in a lot of complicated machinery which has confronted 
the small operator with increasing difficulties, for the reason that he 
doesn’t have facilities to contact the Government and follow through 
on his problems as some of the larger operators—larger companies— 
are able to do. 
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I think that this bill that is here for consideration is an excellent 
bill which would be beneficial to all the operators, and I subscribe to 
the statements submitted by Mr. Stock in. submitting the statement— 
the recommendations—of the Rocky Mountain Oil and.Gas Associa- 
tion. ‘ 

I was talking last week in Billings, after a trip through Wyoming 
with Mr. Fortune and Mr. Henry Coleman—Mr. Fortune is an in- 
dividual operator up in this country, and appropos of the question 
of the number of individual operators up in this country, and I am 
speaking principally of district 4, which is the area with which I am 
familiar, Henry Coleman expressed the opinion that there wasn’t 
any individual operators left up here. 7 

I don’t think it is quite that bad, but I do think that since the Salt 
Creek development down to date that there has been a continuing 
decline in the number of individual operators. Now, that isn’t due 
entirely, by any means, to the difficulties confronting the operation on 
Government land, but it is due to a combination of things, among 
which are the cost and expense and difficulties in acquiring Govern- 
ment leases and operating under them. 


INCREASED COST OF DRILLING 


The cost of drilling wells in Wyoming, Montana, Colorado, and New 
Mexico, as well as throughout the United States, has increased by leaps 
and bounds, and I don’t believe that from a practical standpoint the 
costs are going to be any less now that the period of the war is over. 

The increased cost is due to the need for better machinery, for better 
wages, the increasing depth of the wells. I believe that anyone who 
is familiar with the development of the oil resources of New Mexico, 
Colorado, Wyoming, and Montana will agree that the possibilities of 
shallow production that can be obtained with moderate expense 1s 
gone. All of those shallow opportunities have been developed, and 
the future resources of oil must be obtained from the deeper beds 
through more difficult drilling, more expensive drilling. 


FLAT 124%-PERCENT ROYALTY 


I think that the Congress should recognize that fact in considering 
this matter of royalty on Government lands. I think that one fact 
alone from the standpoint of the small operator and it is also just as 
true of the larger operator, is a sound and proper reason to ask and 
expect a 1214,-percent royalty on Government lands. 

The times have changed; conditions have changed ; and the resources 
of Wyoming, in particular, which I think, with due respect to New 
Mexico, has large oil reserves—I think Wyoming 1s going to be called 
upon to supply crude to the northwest part of the United States, and 
also to take its place in making up the supplies that will need to go 
into the central part of the United States. : 

It is a general opinion and, again, with al] due respect to the Cali- 
fornia people—and I think there is much more opportunity for new 
and additional reserves in Wyoming than there is in California. It 
has been so extensively explored. If that is true, Wyoming should 
proceed to develop its resources; and it can only do so, as I see it, under 
a new leasing bill such as you have before you for consideration. 
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DELEGATION OF AUTHORITY TO DISTRICT OFFICES 


There is one other thing from the standpoint of practical operations 
that I think would be of great help—if the Department of the Interior 
could be persuaded to delegate more authority and more clearing 
authority to its divisions or district offices, especially in the matter of 
legal points. They do have in the division offices competent men in 
engineering, and those who are in the land offices are competent people 
able to tell you the regulations as to the Land Office, but it has become 
almost entirely necessary to take every problem with regard to oil and 

gas leases back to Washington. 
For the reason that they may be discussed in the district offices, they 
are not in a position to give any definite commitments or even to state 
that the problem can be put in this shape and be assured of transmit- 
ting to Washington by mail. It would only be routine then to be 
passed upon. 

I think that such a procedure would contribute to the situation by 
enabling the division offices to pass on more of these points and clear 
them up. It certainly would help, in my opinion, the small operator. 
Thank you. 

Senator O’Manoney. Any questions? 

(No response. ) 

Senator O’Manoney. The next speaker on the list will be Mr. 
O’Borne. 


STATEMENT OF HARRY O’BORNE, CONSULTING GEOLOGIST, 
COLORADO SPRINGS, COLO. 


Mr. O’Borne. My name is Harry W. O’Borne. I am consulting 
geologist, Colorado Springs, Colo., independent operator and royalty 
owner and vice president of Circle Petroleum Corp., a small inde- 
pendent company, which has been the originator of several exploratory 
operations on the public domain and elsewhere. 


LEASE FORM UNFAIR 


I believe the present noncompetitive lease form with its step-scale 
royarty is unfair and presents hardships to the operators, large or 
small. 

It has occurred to me since today’s proceedings began that the Gov- 
ernment might well realize much more in taxes, even though royalties. 
were smaller than provided by the present step-scale lease, than they 
could from the royalties. That is Just a thought. I don’t have any 
facts or figures to back that up. 

The present lease form might tend to establish a precedent and the 
lease set a bad example. I personally had an experience in Moffat 
County, Colo., wherein the landowned demanded a lease on his land 
identical in its terms with the Government lease, including the step- 
scale royalty, rentals even while the lease might be producing, pro- 
visions of bond similar to the Government lease, and contracts for the 
disposal of products. | 

Needless to say, the demands of this man could not be met when 
Sl aaa in connection with the large amount of Government land 
in the area. 
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It had been hoped that the patented land in the area carrying roy- 
alties of one-eighth would partly neutralize the discouraging effects 
of the high Government royalties in the area. The attempts to 
develop the area had to be abandoned, because step-scale royalties for 
the whole area appeared too burdensome to the operators considering 
the area. 

I can give the name of this landowner if it is needed, but I would 
prefer not to. It appears rather remarkable that his attitude has 
not spread to other landowners, not only in the vicinity but all over 
the country; and had similar demands been made in all of the oil- 
producing States of the country, I am afraid the war effort would 
have suffered in the recent past and recovery would be hindered in 
the near future. 

I believe the Government lease form should contain some reasonable, 
equitable clause requiring development beyond the initial well. The 
bill is to promote development—not just initial drilling of areas. 

Some companies have actually retarded development, or I might 
even say thwarted development, on proven structures while the In- 
terior Department apparently turned its back. Fortunately, this has 
been the exception rather than the rule. I believe this turning of its 
back by the Department was unintentional and probably not even 
recognized by the Department, but nevertheless it might have been 
effective. 


HIAWATHA FIELD 


I am consulting geologist to Sornier Petroleum Corp., which dis- 
covered the Hiawatha Field in Moffet County in 1926. 

On the West Dome the operator has drilled one well only in 15 years | 
on a lease of approximately 2,560 acres and only one welll in 12 years 
on another lease of nearly 2,560 acres. ‘This is unfair to both the 
United States and to the wildcatter who had the courage to develop 
the area, and who then, for lack of funds, turned it over to a major 
company to operate, believing such operation would result in addi- 
tional development. 


ASSIGNMENTS 


I believe the filing of assignments without departmental approval 
should apply to assignments of royalties as well as leases or parts 
of leases. Frequently, a small operator finances part of his opera- 
tions by a sale of royalties or at least hedges a little on his investment 
by such sales. I would suggest that applications be handled as nearly 
as possible in chronological order, as a matter of fairness and_ to 
avoid confusion, and to give the applicant some idea of when action 
a be expected and fees required. 

personally had one application pending on 2 Bar Dome, Natrona 
County, Wyo., for 5 years and Pacific Western Oil Corp. was waiting 
to drill a well on the lease but could not until the lease issued. Finally, 
through the joint action of the Frontier Refining Co. and the Pacific 
Western Oil Corp., and at considerable expense to them, including 
the sending of a man to Washington, the lease was obtained and the 
well commenced. 


78293—45——_14 


206 DEVELOPMENT OF OIL AND GAS ON THE PUBLIC DOMAIN 


At the time the rental was paid, an application for lease in another 
area was filed. The lease under this latter application was issued 
and the rental requested within 90 days of filing. Thank you. 

Senator O’Manoney. Thank you very much, Mr. O’Borne. 

Are there any questions? 

(No response. ) 

Senator O’Manoney. The next witness is Mr. Jessen. 


STATEMENT OF J. M. JESSEN, ASSISTANT SECRETARY, GENERAL 
PETROLEUM CORP., LOS ANGELES, CALIF. 


Mr. Jessen. I am J. M. Jessen, of Los Angeles, Calif. I am an 
assistant secretary of General Petroleum Corp. of California, which 
corporation is engaged in exploring for and developing oil properties 
in the Rocky Mountain and Pacific Coast States. Iam also a member 
of the legal staff of General Petroleum Corp., and my duties for the 
past 14 years have been to review all contracts and leases involving 
oil lands, including lands of the public domain. 

I have reviewed the two bills now pending in Congress to amend 
the Federal Leasing Act, known as g 1236 introduced by Senators 
O’Mahoney and Hatch, and H. R. 3711, introduced by Congressman 
Fernandez. 

I had the privilege of attending the hearings of your committee 
at Casper, Wyo., on August 27 and 28, and chorouguly endorse the 
recommendations for clarification of Senate bill 1236 submitted at 
that hearing by all witnesses, except for the suggestions made by Mr. 
George Brimmer of Cheyenne, Wyo. 


LEASE RENTALS AND MINIMUM ROYALTIES 


In the discussion of S. 1236, I feel that there has been overlooked 
a very important provision of the Federal Leasing Act, and that is 
the provision dealing with lease rentals and minimum royalty obliga- 
tions, particularly as to its application to Government leases committed 
to a unit plan of development in the light of interpretations placed 
thereon by the Interior Department. 

The subject of rental and minimum royalty appears in S. 1236 at 
page 4 and commencing with line 9 as follows: 

All leases issued under this section shall be conditioned upon the payment by 
the lessee in advance of a rental of not less than 25 cents per acre per annum 
or fraction thereof prior to discovery and of a minimum royalty of $1 per acre 
payable at the expiration of each period of twelve full calendar months after 
discovery. 

It is apparent from the language quoted that Congress will continue 
to vest in the hands of the Secretary of the Interior very broad dis- 
cretionary powers as to the amount of rentals to be charged a lessee 
_prior to discovery. 

A minimum rental at the rate of 25 cents per acre is specified in 
the proposed bill but it is silent as to any maximum. 

The Secretary, by arbitrary action in requiring the payment of 
high rentals, could very easily stifle prospecting and development of 
public lands. 

I suggest that at page 4, lines 10 and 11, the words “of not less than” 
be stricken. 
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UNITIZATION 


It is well recognized that in the development of an oil field, through 
the instrumentality of a unit plan of operation, conservation of the 
natural resources results by reason of the proper spacing of wells, 
and utilization of underground energy to the end that the maximum 
amount of oil and gas can be recovered from the structure without 
waste. 7 

The Secretary of the Interior is granted very broad discretionary 
powers with respect to cooperative or unit plan of operation and 
development on public lands. 7 

The proposed bill does not tend to place any limitation on these 
powers of the Secretary, nor does it set forth-any uniform standards 
to be followed by the Secretary, nor does it set forth any uniform 
standards to be followed by the Secretary other than the admonition 
appearing on page 6 lines 8 to 10, inclusive, to the effect that any co- 
operative or unit plan shall adequately protect the rights of all parties 
in interest, including the United States. 

The provisions in the proposed bill which deal with cooperative or 
unit plan of development and operation appear in section 17 at pages 
6 and 7 and section 27 at pages 12 and 18, and although some desirable 
changes have been incorporated in the proposed bill, these provisions 
are practically identical with the language of the present Federal 
Leasing Act. 

Our experience in negotiating and operating under unit plans during 
the past 15 years has demonstrated that the discretionary power vested 
in the Secretary have been arbitrarily exercised. The policy of the 
Interior Department apparently is to exact from the unit operator and 
Government lessees all that the traflic can possibly bear. 

For example, an operator after conducting an expensive investiga- 
tion of an area through geological, geophysical, or other methods, con- 
cludes that the area merits further exploration. The operator may 
desire to conduct this further exploration under a unit plan. Data 
as to the operators finding and conclusions are submitted to the United 
States Geological Survey with a request that a unit area be designated. 
At this stage, no one is qualified to definitely state whether the area 
will be productive or the possibile productive limits of the area should 
further exploratory work result in a discovery. 

All parties agree that in the designation of a unit area it should be 
of sufficient size to completely incorporate the productive area of the 
field or structure involved when such productive area is finally de- 
termined by the drilling of wells. 

If this is not accomplished then the conservation of natural resources 
under unit plan of operation is defeated. The inclusion within a unit 
area of nonproductive acreage is in the nature of insurance that com- 
plete unitization of an area will be effective. 

In the designation of a unit area the operator as well as the United 
States Geological Survey gives due consideration to the msurance 
phase so that the unit area will ultimately embrace the productive area 
of the field. | 

Following the consummation of a unit plan and the obtaining of the 
Secretary’s consent thereto, which generally takes at Jeast a year, all 
operations within the unit area are thereafter conducted pursuant to 
the terms and conditions expressed in the plan and all independent 
lease obligations are conformed to the terms of the plan. 
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ADVANCE RENTAL PAYMENTS 


The only lease obligations which retain their separate identity inso- 
far as the Government is concerned is the obligation of the lessee to 
pay the advance rental called for under his lease. 

In S. 1236 at page 4 line 12 a change has been made to provide for 
the payment “of a minimum royalty of $1 per acre pees at the 
expiration of each period of 12 full calendar months after discovery.” 
This change does not in my opinion afford any relief to a lessee. 

If a lessee obtains a 2,560-acre lease, under the Leasing Act as now 
interpreted by the Department, he must pay $2,560 as advance rental 
after discovery against which royalty payments are to be credited. 
Under S. 1236 a lessee: will still be required to pay the Goverment 
$2,560 after discovery as a minimum royalty. 

The question of advance rental payments or of a minimum royalty 
after discovery is accentuated as to leases committed to a unit plan 
in that the Secretary has heretofore arbitrarily ruled that a discovery 
within the unit area imposes an immediate obligation of $1 per acre 
per year on all Government land holdings within the confines of the 
unit area. S. 1236 retains this obligation but merely defers date of 
payment. Be 

I, therefore, suggest that S. 1236 at page 4, lines 9 to 14, be modified 
to read as follows: 

All leases issued under this section shall be conditioned upon the payment 


by the lessee in advance of a rental of 25 cents per acre per annum or fraction 
thereof prior to discovery on land then subject to the lease. 


The words appearing in lines 12, 13, and 14, reading as follows: 


And of a minimum royalty of $1 per acre payable at the expiration of each 
period of twelve full callendar months after discovery. 
be stricken. 

Private landowners do not exact rental payments or minimum 
royalty payments after discovery. If the Gey niin persists in 
requiring rental payments or minimum royalty payments after dis- 
covery this, in my opinion, will tend to retard the exploration and 
development of public lands for oil and gas. 

In concluding, I wish to illustrate the effect of current rulings by 
the Department on lessees whose leases have been committed to a 
unit plan. . 

COLE CREEK FIELD 


My company is the unit operator of the Cole Creek field, near 
Casper, Wyo. The unit area comprises approximately 18,600 acres, 
as follows: Public land, 12,000 acres; State, 1,300; and fee lands, 
4,700. A discovery well was completed prior to August 1938, and 
the unit pu approved by the Secretary August 3, 1938. 

Since August of 1938 the productive limits of the Shannon zone 
have been established by the drilling of wells. This zone is the larger 
of the two productive zones now known to exist in this field. 

Development of the Shannon zone has been in full compliance with 
the unit agreement and rules and regulations of the United States 
Geological Survey. 

A participating area for the Shannon zone was initially established 
in August of 1941, and finally revised in April of 1944. The Gov- 
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ernment has received its full royalty on production in this field allo- 
cated to public lands within the participating area. 

The final revision of the participating area contains approximately 
1,600 acres. | 

All Federal land outside of the participating area has paid a rental 
of not less than 25 cents per acre per year. Federal leases, a portion 
of which fall within the participating area, have paid a rental of $1 
per acre not only on the portion within the participating area, but also 
on all portions outside of the participating area and located within the 
boundaries of the unit area. 

By a decision of the Interior Department dated August 6, 1945, the 
Government is now making a further demand on all leases within tha 
unit area for rental payments from August 7, 1938, at the rate of $1 

r acre. 

Pe The effect of this ruling on the C. G. Dugan lease, Cheyenne 060434, 
is as follows: 

This lease. contained originally 1,400 acres subsequently reduced to 
1,000 acres. Rentals at the rate of 25 cents per acre from 1938 to 1944 
were paid. In April of 1944, 214 acres of this lease was added to the 
finally revised participating area. Prior to April of 1944 this lease 
did not participate in any production from the Cole Creek field. 

Total payment of rental prior to the demand of August 6, 1945, was 
in the sum of $2,900. The Government is now demanding an addi- 
tional Saleh of rentals in the sum of $4,362.88. The total rental, 
if this demand is met, will be $7,262.88, which is the penalty this lessee 
will be required to pay in order to enjoy participation on a 214-acre 
spread in the Shannon production of the Cole Creek field. 

The Government royalty payable on the production allocated to the 
2% acres of Mr. Dugan’s from April 1, 1944, to July 1, 1945, totals 
$79.08, which Mr. Dugan is authorized under the Federal Leasing Act 
to credit against advance rentals. 

Like decisions have recently been rendered against other Government 
lessees in similar circumstances, which, if upheld, will require pay- 
ments to the Government totalling approximately $35,000. In these 
other cases the lessees have no acreage within the participating area 
of the Cole Creek field. 

It is my understanding that all of these lessees have submitted quit 
claims of their leases to the Secretary for approval ; but that the Secre- 
tary refuses to consent to the quit claim until the demand for the 
$35,000 back rental as set forth in the decision of August 6, 1945, is 
satisfied. 

Mr. Epretstein. You spoke of the decisions of the Department 
weren’t they decisions of the General Land Office? 

Mr. Jessen. They were from the Interior Department. 

Mr. Epetstrern. Were they decisions of the General Land Office 
or the Secretary or the Assistant Secretary ? 

Mr. Jessen. The decisions were signed by Commissioner Johnson. 

Mr. Epetstern. Have you taken advantage of your appeal? 

Mr. Jessen. No; we are going to take nave ee of our right of 
apeey and if it is denied we will let the Government take advantage 
of our forfeitures and fight it out in court. 

_ I have here a map of our Cole Creek field showing the initial par- 
ticipating area of the Shannon zone and as finally revised with the 214- 


210 DEVELOPMENT OF OIL AND GAS ON THE PUBLIC DOMAIN 


acre piece of the Dugan property noted onthe map. If the committee 
desires, I would like to file this with you. 

Senator O’Manoney. Of course, the committee would be very glad 
to receive it, but you are talking here about an individual case and as 
Mr. Edelstein has pointed out you have a right of appeal, and it 1s not 
at all unlikely that the decision of the Secretary on appeal may be 
satisfactory to you. 

Mr. Jessen. I merely cited that individual case. 

Senator O’Manoney. It is cited to sustain ‘your recommendation 
with respect to the provision governing rentals. The committee will 
certainly take that under consideration. 

Mr. Jessen. I think the committee should consider the lifting of 
the unit land provisions under the Leasing Act as it now exists and as 
incorporated in the present bill to incorporate an all-unit plan pro- 
vision in a separate session, because you have to refer from one section 
to another and there is no union and you never know where you stand 
under these unit plans under the law. So I suggest that some con- 
sideration be given to that phase. 

Senator O’Manoney. I think that is a very valuable suggestion. 
Thank you very much. 

The next witness is Mr. Gilbert Muller. 

Mr. Mutter. Senator, I have no statement to make. However, we 
have with us the dean of all land men, a man who has probably more 
experience in these matters than anyone in the room. I would like 
to hear from Mr. Dana Kelsey, of Sinclair. | 

Senator O’Manoney. I will call on Mr. Kelsey later, after we have 
finished the list of those presented to the committee. , 

We will now hear Mr. Frank Leonard. 

Mr. Leonarp. I have a copy of a paper that was prepared by Mr. 
D. T. Staples, vice president of the Pacific Western Oil Corp., and 
the points in the statement have been well covered by many, but may 
I be permitted to have it incorporated in the record ? 

Senator O’Manoney. The committee will be very glad to receive it 
and have it incorporated in the record. 


STATEMENT OF D. T. STAPLES, EXECUTIVE VICE PRESIDENT, 
PACIFIC WESTERN OIL CORP., LOS ANGELES, CALIF. 


Mr. Chairman and gentlemen of the committee, my name is D. T. 
Staples. I am executive vice president of Pacific Western Oil Corp., 
and George F. Getty, Inc., of Los Angeles, Calif., and Casper, Wyo. 
My companies produce oil and gas in the States of California, Montana, 
New Mexico, Texas, and Wyoming. In addition, we are interested 
in oil and gas lands in the States of Colorado, Wyoming, and Utah. 
Our production during 1944 was in excess of 5,000,000 barrels and we 
are now engaged in the expansion of our facilities and our operation. 

I think it most important that the relationship between Govern- 
ment and industry be evaluated in the hght of the present factual 
circumstances now confronting us. The Government has been en- 
gaged in business for the past several years on a scale never dreamed 
of by the most ambitious industriahsts. These efforts have been suc- 
cessfully concluded and we are now entering into an era where private 
industry is to be called upon to take over and to successfully continue 
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for the benefit and prosperity of our Nation the tremendously expanded 
industrial economy created during the course of World War II. 

The distinction between the past and the future in my opinion is 
that our present industrial might has of necessity been created with- 
out thought of cost, profit, or market and with no competition. No 
expense has been too great and the only important factor was the 
result accomplished. The cost, of course, has been terrific and indus- 
try is now called upon to take over, continue, and even to expand our 
present industrial facilities in order that the wealth resulting there- 
from shall not only provide a better and more abundant life for each 
of us but shall also absorb the cost of our recent world conflict. This 
is que an assignment, greater in many respects than the one just con- 
cluded. Industry will need help, encouragement, and cooperation, 
not competition and restriction from all governmental bodies. Gov- 
ernment has in effect said to industry, “The people of this country 
need and must have 60,000,000 jobs.” It is up to industry to supply 
them and with sound, constructive, and intelligent cooperation from 
the Government it can be done. 

The oil industry is one of the largest, most vigorous, and productive 
of our Nation’s industries. Its place in our country’s economic life 
is essential and definite. It must continue to be so. The recent un- 
precedented demand for petroleum products for war use has required 
of the industry under war conditions, the herculean task of discover- 
ing and developing new reserves to offset the demand of our military 
and as a direct result more and more Government lands have recently 
been explored and tested. Future successful developmnt of public 
lands will be dependent upon the extent of Government’s cooperative 
administration of such lands without which the oil industry cannot 
continue to carry its present share of our national economic burdens. 

The following recommendations are made for constructive explora- 
tion and development by the oil industry of Government-owned lands. 

The Federal Government occupies a unique position as the largest 
landowner in the United States. It is estimated that Government- 
owned lands in the United States and its Territories exceed 800,000,000 
acres. The exploration and development of Government lands alone 
will require the expenditure of millions and perhaps billions of dolla'rs 
and Sill take many years to accomplish. I cannot agree with the posi- 
tion which advocates restrictions upon the exploration and develop- 
ment of Government lands in order to preserve petroleum reserves for 
posterity. 

No intelligent policy regarding petroleum reserves can be formu- 
lated prior to the actual discovery of the same as petroleum is a physi- 
cal substance. It either exists or it does not exist and no statute or 
regulation will create petroleum where it is nonexistent. However, 
once petroleum has been discovered, the extent of the production and 
the manner in which the same is removed is obviously the proper sub- 
Ject of regulation and conservation. 

Until all Government lands have been explored and the existence or 
the lack of petroleum thereunder is established as a matter of fact, 
there is no basis upon which a proper conservation program can be 
formulated. 
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The Government should do all that is possible to encourage the 1m- 
mediate exploration and testing of all Government lands, as until 
this has been accomplished any program, regardless of its altruistic 
purposes, is merely wishful thinking and without any factual support. 


GOVERNMENT IN THE OIL BUSINESS 


The oil industry is of necessity highly competitive in character and 
the result has been that over a period of years there have developed 
certain practices which because of their practicability have become 
standard throughout the industry. For example, it is not good busi- 
ness to undertake exploration or development in a wildcat area if large 
lease bonuses or an excessive royalty must be paid. 

The cost of exploration and development in such areas, combined 
with the uncertainty of discovery, dictates that the development it- 
self is sufficient consideration for the lease and that a one-eighth 
royalty is the economic maximum. 

The Government, having elected to enter the oil business in a private 
capacity, a fact, the'merits of which are not pertinent to the imme- 
diate problem, should not because of its unique position as being the 
largest single landholder and a sovereign power seek to assert this 
position to dictate policies proven by years of actual experience in the 
industry to be economically unsound. The approach rather should 
be that where in a highly developed and competitive industry such 
as the oil industry certain practices have been established as a result 
of years of experience the Government should take cognizance of this 
fact and upon entering into the industry in a private capacity, do so 
on an equal basis with private citizens and not presume to assert its 
prerogatives to their detriment. 


MODIFY PRESENT ACREAGE LIMITATIONS 


The acreage limitations under the present Leasing Act are en- 
tirely inadequate to meet the present practices of the industry. In 
1920 when the act was adopted oil exploration was dependent largely 
on surface geology and available surface structures were thought to 
be few in number. | 

To prevent the accumulation of such structures by a few and to 
encourage additional interest in the oil business it was thought neces- 
sary to limit drastically the number of leases that could be held in 
public domain by one interest. The reason for this limitation has 
of course, subsequently been disproven and the present practices of 
the industry contemplate the acquisition of large tracts of Jand for 
the purpose of conducting extensive and expensive geological and 
exploration work. 

In other words, the basis for the limitation is past, consequently the 
limitation itself is no longer practicable. It is my opinion that the 
limitation of 2,560 acres in any so-called field or structure should 
be abolished entirely and that the present State-wide lease acreage 
limitation should be not less than 23,040 acres, which is three times 
the present limitation. 

Present exploratory operations are now conducted in areas far from 
any know production and usually without available transportation or 
marketing facilities. Compare this situation with the previous prac- 
tice of exploration close to producing fields and in proven oil-pro- 
ducing localities and it is mmediately apparent that exploratory 
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practices in common use at the date of the passage of the Leasing 
Act are no longer feasible. 

Geophysical examination and exploration of prospective oil lands — 
requires an operator to block out large areas of land by obtaining 
options to purchase or otherwise acquire Government leases. | 

This is the only way in which an operator can protect himself and 
which has been proven to be economically sound in order to justify the 
expenditure of large sums of money in geophysical work. 

It is generally accepted that Bophvsical exploration has become the 
primary method by which oil is now found. Obviously all of the 
acreage included under such options will not be productive and it seems 
an unreasonable burden that in order to geologize and explore Govern- 
ment lands to determine the feasibility of development operations 
that an operator should be charged with such acreage, thereby pre- 
cluding by limitation the very development which is so vital. 

I recommend, therefore, that the taking and holding of such options 
shall not be deemed to be a holding within the acreage limitations. 

It is apparent that there should be some limitation with relation to 
the time within which the options may be exercised and I recommend 
that a 2-year term be prescribed for all such options and that options 
now held be exercised within 2 years from the effective date of the 
statutes. I also recommend that no operator be permitted to hold 
unlimited acreage under option and that a maximum limitation of not 
less than 100,000 acres in any one State be established. 


LEASE FORM SHOULD BE CHANGED 


The present form of Government lease now in use by the Department 
of the Interior is so indefinite in its terms and allows the Secretary of 
the Interior such latitude that it is impossible for an operator to know, 
in advance, the definite contractual rights and obligations which can 
be considered in appraising the hazards to be undertaken in an oil 
development venture in a wildcat territory. The lease as issued is 
subject to regulations now or hereafter enacted, which regulations 
have been changed many times and in various ways and can easily 
give rise to controversies and uncertainties not reasonably within the 
contemplation of the operator. 

roducers’ Form No. 88 is a lease in general use by the industry that 
has been proven successful over a period of years. Its provisions are 
workable and are conducive to development. Here is a specific in- 
stance where the Government is imposing more stringent provisions 
than is generally found practicable in the industry. The restriction 
has not changed the practices of the industry but has discouraged de- 
velopment of Government lands. 

The present sliding-scale royalties required under the terms of most 
Government leases running from 1214 to 32 percent, recently modified 
by the Department to 25 percent, are uniformly out of line and are far 

her than royalties paid under leases of private lands and of most 
State lands. Higher royalties unquestionably deter development and 
tend to uneconomic practices. It has been proven by years of practice 
in the industry that in wildcat acreage a reasonable and fair royalty 
both to lessee and lessor is the usual one-eighth royalty now paid by. 
the industry. The cost of geologizing and development in such areas 
when combined with the uncertainty of discovery demands that sufii- 
cient inducement be offered in the event of discovery to justify the 
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investment and the risk. It is the avowed purpose of the Government 
to bring about the proper development of the public domain for the 
Nation’s benefit as a whole, however, this should be accomplished on 
a no more stringent basis than industry experience has proven practi- 
cable. The requirement that a lessee agree to the payment of a royalty 
on a scale proven to be uneconomic has not changed the rate of royalty 
paid in the industry on other lands, but has discouraged the develop- 
ment of Government lands. The sliding-scale royalty 1s an example 
where the Government has not entered in the industry on an equal 
footing but has acted in a manner which has been proven by years of 
practice as financially unsound. | 

It is recommended, therefore, that a straight 1214 percent royalty 
be paid on Government land not known to be productive at the time of 
the issuance of the lease. 

The present requirement of approval by the Secretary of the Inte- 
rior as a condition to a valid assignment of a Government lease is at 
direct variance with the general practice in the industry and has 
created a serious administrative problem in the Department of the 
Interior. Consequently, it requires at least 6 months to a year to 
obtain departmental approval of an assignment by an otherwise quali- 
fied assignee. The effect of this delay is to deprive the parties of 
approximately 1 year of the initial term of the lease and as a result 
has a definite tendency to discourage the development of lands under 
a Government lease during the last 2 years of the initial term. It is 
recommended that the Leasing Act be amended to permit assignments 
in whole or in part to persons qualified under the act without the prior 
approval of the Secretary of the Interior and that such assignments 
become effective upon the filing of the same with the General Land 
Office. In other words, the assignment should be valid, subject only 
to subsequent invalidation for failure to qualify rather than of no 
force or effect whatsoever prior to the approval of the Secretary of the 
Interior as is now the case. 

It is a known and successful practice in the industry for an operator 
to develop wildcat acreage by selling or assigning to several indi- 
vidual operators portions of lease acreage. The effect is to spread 
the risk among several interests and to benefit the entire leased acreage 
by such development. Obviously it is not sound economy to drill 
several exploratory wells in the same area at the same time, as in the 
event the area proves to be nonproductive, the loss is multiplied 
proportionately. : 

Sound practices require that exploratory costs be kept to a minimum 
and that should the area prove productive it be developed in an orderly 
manner, based upon information which can be obtained only from com- 
pleted wells. 

The present practice of the Government in segregating into separate 
leases, dated as of the same date as the original lease, all lands upon 
which partial assignments have been made, has the effect of discour- 
aging the developnient of wildcat acreage and again is a practice which 
has been proven by the industry to be economically unsound. 


TERMINATION OF LEASE 


It ig noted that. the proposed Senate bill provides for summary 
termination of a Government oil and gas lease upon 30 days’ notice 
by registered mail in case of alleged lease violations where the leased 
lands are not known to contain valuable deposits of oil or gas, The 
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effect of this provision is not clear. However, it is probable that the 
only basis on which lands could be known to contain valuable deposits 
of oil and gas would be as a result of actual production of the same 
therefrom. 

It appears that the provision will permit summary termination of 
all nonproducing Government leases without court proceedings to 
establish the forfeiture. This procedure would seem unreasonably 
harsh and unfair where in many instances the alleged violation is 
directly attributable to administrative delays in the Department of the 
‘Interior and a lessee would have no recourse in the event of arbitrary 
action by the Department. 


SUMMARY 


It is my opinion that the proposed Senate bill is a definite step in the 
right direction and deserves the commendation and appreciation of the 
industry as a constructive undertaking to facilitate exploration and 
development of Government lands and will help to eliminate many 
of the shortcomings existing and inequities resulting from the present 
Leasing Act. ) 

The recommendations above set forth are in furtherance of the 
purposes of the proposed legislation and should be incorporated therein 
In order to accomplish the successful discovery and testing of our 
Nation’s petroleum reserves. 

I again wish to emphasize that Government in leasing the public 
domain for oil-development purposes in competition with private 
citizens should claim a no better or preferred position with respect 
thereto than a private citizen in leasing his own lands. The very 
nature of the operations to be undertaken in many instances requires 
full cooperation and equality between private citizens as to fee-owned 
lands and Government as to the public domain in order to successfully 
effect development in areas which include both Government- and fee- 
owned lands. The fact that the Government has the power and is in 
the position to demand and enforce more stringent requirements than 
are more generally practicable in connection with the fee-owned lands, 
tends to discourage the expansion which the Government desires and 
which is so essential to the continued prosperity and successful growth 
of our Nation. 

It is therefore, of primary importance that Government demonstrate 
its determination to remove all unnecessary obstacles to such develop- 
ment by adopting legislation to equalize the relationship between 
Government and private citizen with respect to the development of 
the public domain. 

(No response. ) 

Senator O’Manoney. Mr. Ball, would you care to make any com- 
ment now with respect to geophysical exploratory work? I talked 
with you about that yesterday and I thought of inviting you to make 
a brief statement in your own capacity. 

Mr. Batu. I would be very happy to if you would like me to do so. 


STATEMENT OF MAX W. BALL, CONSULTING GEOLOGIST, 
DENVER, COLO. 


Mr. Batu. My name is Max W. Ball. In normal times when there 
is no war I am a consulting geologist of Denver. What I have to say 
now is said purely in my private capacity as a consulting geologist 
and not as a representative of the Petroleum Administration for War. 
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GEOLOGICAL AND GEOPHYSICAL SURVEYS 


At the request of the chairman I would like to say just a little bit 
about the relationship between geological and geophysical work, mainly 
in amplification of what Ben. H. Dicker sald yesterday afternoon, 
when he said that it is impossible to draw a clear line of distinction 
between geological and geophysical work. 

Geology is the study of the rocks that comprise and underlie the 
earth’s surface and there are many methods of getting geological data. 
The most common and the best money is surface geology—an exami- ° 
nation of the rocks that are exposed at the surface or, in geologist’s 
parlance, that outcrop at the surface. 

That type of geology may be very cursory. It may consist of a mere 
reconnaissance of the surface outcrops or it may extend to great detail. 

When there is not sufficient exposure of the rocks to permit an intelli- 
gent mapping of an area, then the geologist may resort to subsurface 
geology, which is a term that has been applied to the records of wells 
that have been drilled, either wells that have been drilled for oil or 
gas, whether successful or not, or to wells that have been drilled for 
water or for mine workings or any other type of information that gives 
you geologic facts underlying the surface. 

If such data is not available, then the geologist is compelled to resort 
to geophysical methods. The thing to remember about geophysics is 
that it is a means of getting geological information, it is not a distinct 
thing aimed at a distinct end, but is merely a means of getting geol- 
or information by a group of specialized means. It may consist 
of taking magnetic measurements—measurements of the magnetic in- 
tensity, gravity measurements, or of seismic methods by which artifi- 
cial sound waves are projected down into the underlying rocks, and 
either their refractions or reflections measured in order to give addi- 
tional geologic information. Or there may be used electric methods— 
resistivity or potential drop or others, which is merely another form. 


GEOCHEMICAL METHODS 


Another method of getting geologic data, in addition to the geo- 
physical methods, is geochemical methods—soil analysis, analysis of 
soils or subsoils for either organic or inorganic chemical substances 
that they may contain that may indicate the structural conditions of 
the rocks underlying the surface. 

As of today, geochemical methods have not proven particularly 

successful. That is not to say that they may not be in the future. 
a matter of fact, the geologic fraternity, including both the geophysical 
and the geochemical, are searching more or less frantically for new 
techniques to. supplement those that have been developed successfully 
over the years, each of which has resulted in a new crop of oil fields, 
has found a considerable number of new fields with fair rapidity 
and then the law of diminishing returns sets in and the fields which 
can be found by that particular technique tend to diminish both in 
number and in size and the geologic fraternity, as I say, and geophys- 
ical and geochemical fraternities are at the present time and have for 
sometime been searching rather frantically for new techniques. 

It is impossible to predict at the present time how successful that 
search will be or what the nature of the techniques will be. I do think 
that it is important that any language used in the bill be not so re- 
strictive that it would exclude any techniques that may develop. 
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CORE DRILLING 


Now, supposing that there are not sufficient surface evidences to 
permit intelligent mapping; that subsurface data are not adequate; 
that geophysical methods do not give clear and definite information, 
as happens all too often in some areas; that geochemical proves to 
be inadequate, then what do you do. You are not through yet, be- 
cause then you may, under certain circumstances, do core drilling or 
in some area where it is not necessary to take cores you may do what 
we call slim-hole drilling, which is merely drilling small holes, fairly 
inexpensively, down to marker beds which may give you the infor- 
- mation you need as to the geology of the underlying rocks, and core 
drilling is a form of slim-hole drilling only in core drilling you have 
to take cores to get your markers and there are certain times when 
merely the slim holes without coring will give you the information. 


STRATOGRAPHIC STUDIES 


Now in connection with any or all of those or sometimes independent 
of those, the geologist may make stratographic studies—studies of the 
formation where they are exposed or from such subsurface informa- 
tion that may be available—that may be available to determine the 
variation in thickness character, and invariably it is of the forma- 
tions which are of interest—possibly reservoir beds and possibly source 
beds for oil. | 

Those stratographic studies may be basic to determine whether or 
not other geological work or geophysical work is necessary or desirable 
or would be worth while. 

They may, on the other hand, be intensive types of stratographic 
studies to determine whether there are stratographic traps or possi- 
bilities of stratographic traps within the area. Those studies must, 
of necessity, be widespread. They must cover large areas and are 
likely to be very long continued. It is not a thing that you can go 
out and do in a short time. They must be detailed to be valuable. 
They must cover the entire margins of a basin to be valuable and they 


must be done with great intelligence and very intensive study. 


GEOLOGICAL WORK 


Now there is the general impression, and it has been conveyed here 
I think a number of times, both here and in Casper, that geological 
work is something that can be done in just a short time, inexpensively 
and doesn’t amount to a great deal. In other words, there 1s a ten- 
dency to confine the term “geologic wor » in our thinking to the 
type of surface geology that can be done fairly quickly and inex- 
pensively in areas where exposures are good. 

The type of things we used to do in the old days in Wyoming when 
almost any sheepherder could go out and find a structure. 

That type of thing is possible in comparatively few areas in the 
public-land States today. _ 

The type of geologic work that is required now is intensive, detailed, 
is likely to take considerable time, and is likely to be expensive. I 
might cite two examples, one going quite a way back and one somewhat 
more recent. The Welling-Fort Collins fields, that 1s the structures 
on which.the Wellington-Fort Collins fields are located, were first 
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picked up by a reconnaissance party which started from Cheyenne 
and started to work the area from Cheyenne right down along the 
Rocky Mountain front. A party under John Bartram, whom some 
of you know—they picked up a reverse dip, a reverse to normal, in 
the side of an irrigation reservoir north of Fort Collins, and that 
resource was all they needed to know there was a folding in there 
that needed investigation. That is an area where there are very few 
exposures. We put in a field party, which consisted of a man in 
charge and three engineering geologic parties. They worked in there 
for months. They found and recorded every outcrop there was in 
the area. When they ran out of outcrop they walked the irrigation 
ditches in the wintertime when the ditches were dry and picked up 
dips and strikes in those irrigation ditches. 

Senator O’Manoney. I take it you are trying to make us believe that 
the life of a geologist is not very easy ? 

Mr. Batu. I am trying to make you believe that it is a very inter- 
esting one, but that he is not necessarily an inexpensive item. 

When they run out of the irrigation ditches they ran to the farmers 
and got permission to bail out their wells and then got dips and strikes 
in the bottoms of the farmers’ water wells. Out of that came a detailed 
report and findings that is almost as good today as it was when made 
20 years ago. But that was a matter of months and a great deal of 
expense. I am trying to dispell the thought the geologist’s work is 
done cursory. 7 

A geologist came to me and wanted me to go out and look over 
what he thought were evidences of structures out here in eastern 
Colorado, and I went out with him and we spent a day on it and he 
and his son, who was also a geologist, had spent a good many weeks—I 
don’t know how naa they had found some geological evidence 
that there was folding in that area and it looked rather favorable, 
but I said, “You haven’t closed this thing on the south and you have 
a little doubt on the northwest end and you ought to do a little more 
work. You have to button this thing up a little more than this before 
you can interest anybody,” and I went back to my office and I didn’t 
see the man until 5 months later and then he walked in and said, “I 
think I have that thing buttoned up and I would hke you to go look 
at it.” I went out and his son and assistant, and two or three strang- 
armed helpers, had spent all of that intervening time—5 months— 
working on it. They had dug pits all over the place to get dips and 
strikes. They had drilled over 3,000 feet of hand-auger holes to get 
data and they had worked out a map. 

Stratographic studies, as I have said, are likely to be extremely ex- 
pensive and take a long time and take a lot of work. 7 

Now as to relative costs. Detailed surface geology is as likely to be 
aS expensive as magnitometer if it is detailed. Surface work of the 
types of either of these cases that I have been talking about is as ex- 
pensive as seismograph work, which is the most expensive of the 
geophysic type. When you get into core drilling and slim-holing; 
they are more expensive than even seismic studies. 

Stratographic studies are likely to be run into the same magnitude 
of expense. 
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All of which means, I don’t think you should merely write into a bill 
that option should be based on geophysical work alone. I think you 
should take into account the possibility of detailed geological work 
of other than geophysical character. It should be given just as much 
weight. The possibility that there may be geochemical methods de- 
veloped that will be more effective than those we now know about or 
that other techniques may be developed which we don’t yet vision. 

Senator O’Manoney. Of course, the consideration of the grant of 
an option is the performance of actual work that is likely to develop— 
the possibility of the existence of new sources of oil. 

Mr. Batu. Work that is likely to lead to drilling if there are favor- 
able places to drill. 

Senator O’Manoney. I doubt whether Congress will want to 
authorize an option on such terms as would not produce the actual per- 
formance of the necessary preexploratory work. 

Mr. Batu. I think you should require that an option should be con- 
ditioned on the doing of some type of work, if there is any favorable 
area to be drilled that will lead to drilling. I don’t think you want 
to confine it to one method alone whether geological, geophysical, or 
others. I think your simple solution would be to insert in line 19 on 
page 10 after the word “geophysical,” “or other gelogical.” 

That does two things, it recognizes that there is no clear distinction 
between geophysical and geological work and that would be broad 
enough to cover any type of work of this sort which might be required. 

I don’t think that you have to worry too much about making these 
options conditional on that sort of thing because in the nature of things 
your optionor is not going to grant an option until he is going to get 
some type of examination that will ripen his option into a lease or that 
will lead to development that will ripen his option into a lease. 

So that I think the Government would be pretty well protected with- 
out going into provisions as to the nature and extent of the work that 
needs to be done or the character of the work that needs to be done, 
or even making in the bill itself reference to the existence of these 
options conditioned on that type of work, because I think the optionor 
is bound to look out for that; otherwise, he is going to lose what he 
Kas got and lose it very quickly. That is all I have. 

Senator O’Manoney. Thank you very much, Mr. Ball. Mr. Duncan, 
do you have that list of wells drilled after the act of December 24, 
1942? 


WELLS ELIGIBLE TO RECEIVE BENEFITS UNDER ACT OF DECEMBER 24, 1942 


Mr. Duncan. The Geological Survey has prepared a list of wells 
that may obtain discovery rights and be entitled to a flat 1214-percent 
benefit under your act of December 24, 1942, the date of the act. For 
the information of those in attendance at this hearing, there have 
been 51 wells drilled that may receive the benefits of the so-called 
O’Mahoney Act; 37 of those were on step-scale leases which have a 
royalty rate ranging from 1214 to, now, 25 percent. Nine of those 
wells were on sliding-scale leases, and four were on flat-rate leases at 
5 percent, for which we do not expect any application for royalty 
benefits; and one was on 8-percent Jease in a unit plan. I would like 
to introduce this for the record. 

ee O’Mauoney. It may be received and become a part of the 
record. 


ry 
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_ Senator O’Manonezy. Any more statements? I will certainly go 
back to Washington with a better understanding of the problems of 
the oil industry in the West. We hope we can agree with the Depart- 
ment and the industry on a satisfactory bill. I am optimistic enough 
to think so. 

Congressman Fernandez unfortunately couldn’t be present at the 
hearing today. Circumstances peeved! his appearance. 

Mr. Kelsey, I see you in the audience. It was suggested earlier 
that you should say a word or two. The committee will be delighted 
to hear from you. 


STATEMENT OF DANA KELSEY, VICE PRESIDENT, SINCLAIR- 
WYOMING OIL CO. 


Mr. Kesey. I am afraid at this late hour there is very little I can 
say. I made a few notes during the meeting. I had no expectation 
when I came here to be a witness, but I have one or two thoughts; if 
you are willing to bear with me, I would be delighted to present them. 

My name is Dana H. Kelsey; I am vice president of the Sinclair- 
Wyoming Oil Co., Sinclair-Prairie Oil Co., and other domestic sub- 
sidiaries of the Sinclair Corp. With others in our organization, I 
came here largely because of our very extreme interest in this pro- 
gram and also with the hope that we might in some way be helpful 
to the chairman and the members of the committee in their considera- 
tion and the use of their very valuable time on this very important 
problem. 


GEOLOGICAL, GEOPHYSICAL, AND CORE DRILLING 


I agree in general with the discussions here and particularly with 
the presentation of Mr. Terrill of the Mid-Continent Oil and Gas As- 
sociation and its summary of the changes suggested in your bill. Also, 
I agreed in general with the report of the Wyoming Oil and Gas As- 
sociation. gee very much interested in what Mr. Ball had to say 
about clarifying that language in geophysical or geological, because 
that is a very important matter. We are doing all sorts of surface 
work in the Rocky Mountain States at this time. oe 

We may do some core drilling; we have aerial surveys in process, 
and all of which takes time. The time element is very important mm 
connection with these operations. Also, it is very expensive. We 
are doing that, and we have had seismograph parties, and in 1944 we 
drilled four very deep and expensive wildcat wells in Wyoming. One 
was a dry hole, and we opened three new fields, those three fields all 
being on unitizations and we think very materially added to the 


reserves of that State. 
UNITIZATION 


We have heard a great deal about the delay from the Department. 
I am sure it is no fault of the administrative heads. If we could 
have gotten through with these unitizations at an early date, no doubt 
we would have drilled twice as many wells last year and this vear in 
Wyoming than we did, because we have a lot of prospects. But by 
the time you secure your options and consider the troubles we have 
with fee lands, State lands, and equalizing all of the rights, and get 
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the thing through the Department of the Interior with their shortage 
of personnel, it just cannot be done in any short length of time. | 

The difficulty we have found in many cases is having public land 
private lands, and State lands all in one prospect. We get so-called 
commercial leases on the private land at 1214 percent royalty. When 
we start to put those in a unit agreement we immediately find diffi- 
culty with our private landowners as to why we should unitize if 
you are going to pay the Government leases a sliding scale. 

In fact, we have a case right now where we would like to take 
options, seismograph the block where the private-land people are 
insisting that their royalties be increased from 1214 percent, which 
is the normal rate they charge, up to the sliding scale of the Gov- 
ernment, and I think in that case that particular prospect will go 
out the window as far as we are concerned. 

Now, those are some of the difficulties we have in unitization. Now, 
as we get further into the benefits of unitization we have found in 
the Rocky Mountain district that practically all of these prospects 
develop into steep, sharp structures. 

There should be no diversity of interests, because if you have sepa- 
rate leases, separate ownership, you have competitive drilling, and 
you cannot space your wells in\as good production practice. 

We have one unit in Wyoming, and a very prolific one, and has 
been producing completely drilled up. We worked out a spacing 
pattern that ignores lease lines, section lines, and puts the wells where 
they should be without regard to the property lines—original property 
lines, up and down the structure—north, west, south, east. e most 
important thing in connection with units is conservation. We are 
able to handle the properties as one property. We can maintain the 
original virgin pressure much longer, preserving the life of the prop- 
erty and a great deal more ultimate recovery; and in that particular 
case we spent many hundreds of thousands of dollars in building 
pressure plants, which have been copied and written up in the maga- 
zines as one of the most ideal there is in the whole United States. 
I refer to Mr. Duncan about that one. That is why I believe that 
anything you can do to amplify the law with reference to unitiza- 
tions will benefit the public interest, and I heartily urge and agree 
with the changes that have been suggested in your bill. 


ASSIGNMENTS 


Now, there has been some considerable discussion about these assign- 
ments, having them effective when filed. I can clearly see the thoughts 
advanced bv gentlemen from the Interior Department that if that. 
assignment has to go to a qualified lessee that they are wondering how 
they will know that he is qualified. I make this suggestion for their 
consideration and it doesn’t need to be in the legislation. Why could 
not that be handled by a regulation based on the law that it does not 
have to be approved by the Department, setting up that there are 
certain bonds to be required by the assignee in certain amounts and 
the Department knows and has estiblished bonding companies that 
are acceptable and then say upon the filing of that bond if both 
parties do not get notice in 10 days, or 15, or some time, that the new 
assignee is acceptable and the assignment is in effect. That is a matter 
of detailed complications but I do not see why it cannot work. It 
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need not be approved. It can all be done in the local office either 
in the Land Office or the Geological Survey office. Let them know 
what bond the Department will accept and how much and if there is 
an acreage limitation file the proof of their acreage holdings with 
them. If it isn’t acceptable in a hmited time, then the man who is 
_ buying the property should be notified as well as the other man. 
That will avoid all this delay of 6 and 8 months in trying to work out 
a trade for developed or undeveloped property. 

You can’t buy a property now, or buy a lease and know when you 
aw ee to get it, as these other gentlemen have so splendidly ex- 
plained. : 

There have been some very excellent suggestions about the pro- 
visions of this bill, which we all hope will be enacted, but behind that 
we have the delays in the Interior Department. You cannot carry out 
the provisions of the bill unless you get leases—you cannot develo 
oil unless you get leases, and unless you get unit agreements, and 1t 
goes right back to the fact that these gentlemen do not have per- 
sonnel enough, which the chairman has explained they have tried to 
get. It may be out of place for me to make this suggestion, but in 
view of all the circumstances you might transfer some of the clerks 
over to the Interior Department that are being released from the other | 
departments, and I bet they can come close to handling it in a few 
months. 

I think with that sort of a program, and if they streamline their 
work as Mr. Edelstein has suggested, they might cut out some of 
these clearances, as the chinbuilders, the automobile people, and the 
oil industry have done during this war and the last war, you can 
-get some leases approved inside of the 6 months or year you have to 
wait now. 


LEASE FORMS 


There is just one other thought that I would like to advance. I 
have been associated and directly interested in the oi] business for 
more than 40 years. I started in the Indian Territory before the 
Mid-Continent field was developed in any substantial amount—before 
there was any oil ever sold except by trucking it out. I was also in 
the business when our first fields were developed in Wyoming. At 
that time all those leases were Indian leases. The land had just been 
allotted to the Indians. They were making leases on a form pre- 
scribed—the first one prescribed by the Interior Department. I han- 
dled it at that time and knew a lot about it. It had some of the pro- 
visions in that that we have in these leases now, and we had the same 
complaints for the first few years that we are having here on this 
present leasing act. Those leases—the first Government leases then— 
were short-term and absolutely expired at the end of that term—no 
right of renewal. They required a $5,000 cash deposit with every one 
of them, and it had an acreage limitation. The result was that the 
$5,000 cash deposit got to be a joke. All they did was go deposit it 
this week and you couldn’t find whether they had it there next week. 
That went along until the land began to be sold. Then Congress 
removed the restrictions of these Indian lots of fee lands, with the 
result the oil companies would not take the Indians’ land, but take 
the fee lands, and the Indians had no leases. 
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The oil companies organized meetings and had committees, and we 
all went to Washington. We didn’t have a Senator in that State that 
would come down to see us; we all went to Washington. 

After a couple of years we sat around the table with the Secretary 
of the Interior personally, in those days, and we accomplished what 
we wanted by getting a lease almost the same as the lease we use all 
over this country, and that was 30 years ago—121% percent royalty 
in all that old territory. But when they make a lease the independent 
gets his cash bonus and many times hundreds of thousands of dollars. 

Now, that is comparable to what we are having here today. The 
Indian leases have been changed only this much:. By supervision of 
the Geological Survey, which has never bothered the producers at all. 

I congratulate the gentlemen for what they have done in that 
respect. I think that is a very comparable situation to what we are 
doing here today. I think if we did it then—we did not have the 
facilities we have now, with the Members of Congress coming out 
and discussing it face to face—I think we can do it again, and why 
not? It is certainly more important that we get oil now than it 
was 30 years ago. = 

In closing, if I am the last witness to testify, I think we should 
extend our vote of thanks to the honorable chairman because of his 
most thoughtful and patient work in connection with this important 
problem, and that he is entitled, along with the subcommittee and 
committee, to a unanimous vote of confidence and appreciation. 
[ Applause. ] 

Sonator O’Manoney. Thank you very much, Mr. Kelsey, and thank 
you all for the response so graciously given. | 

There being no other witnesses, the Chair now, with renewed appre- 
ciation of the splendid cooperation we have received from all mem- 
bers of the industry, declares these hearings closed. 

(The hearing was closed at 12:45 p. m., August 31, 1945.) 

(The following letters -were received subsequent to these hearings 
and are hereinbelow reprinted in full and made a part of the record :) 


COLORADO SCHOOL OF MINES, 
Golden, Colo., September 8, 1945. + 
Senator JosepH C. O’MAHONEY, 
Washington, D. C. 


Dear Senator: After J returned home from the afternoon spent in listening to 
the hearing which you conducted recently in Denver, I got stuck onto some other 
work, so did not get at sending my suggestions until now. I hope that this may 
still be of some assistance. 

It is my feeling that on page 10 of the printed bill the mentioning of geophysical 
as well as geological investigation might well bessupplemented by geochemical 
prospecting and such mechanical methods—diamond drilling or other forms of 
core drilling and sampling. : 

It is unfortunate that some of those who have entered the field of geochemical 
brospecting seem to have concentrated their prospecting attention on the pocket- 
books of their customers and thereby slowed down legitimate development. How- 
ever, I have confidence that geochemistry will serve as a valuable tool in pros- 
pecting for oil and gas. I believe that the inclusion of geochemical and mechan- 
ical methods would expand the dependability of the prospecting which is to be 
provided in your excellent bill. ; 

Respectfully yours, 


RosertT A. BAXTER. 
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Raven Or & REFINING Co., 
Rangely, Colo., September 12, 1945. 
Senator J. C. O’MAHONEY, . 
Washington 25, D. C. 

DEAR SENATOR O’MAHONEY: We were unable to submit a statement at the time 
the public hearing was held in Denver by the subcommittee of the Senate Com- 
mittee on Public Lands in connection with proposed amendment of the Federal 
Leasing Act of 1920 as amended. 

We are, therefore, taking the liberty of submitting a statement herewith cover- 
ing our views and opinions, which are those of a small oil operator, and respect- 
fully request that the committee give consideration to the facts contained therein. 

The statement is not based on theory or speculation as to how the leasing rct 
has worked out but submits the facts as they have been in connection with leases 
Denver 032683 (a) and 032683 (b) and how the leasing act has worked out in our 
ease. 

Please accept our appreciation for your assistance and consideration. 

Very truly yours, 
R. A. BRYSON. 


‘STATEMENT TO THE SENATE COMMITTEE ON PUBLIC LANDS IN RE 8S. 1236 TO AMEND 
THE’ FEDERAL LEASING ACT OF 1920 


Iam R. A. Bryson, secretary-treasurer and manager of the Raven Oil & Refining 
Co. of Rangely, Colo., a small concern which has been a pioneer operator in the 
Rangely oil field since 1918, producing and refining crude oil from the shallow 
horizon. For the greater part of this time, it was forced to make its own market 
for crude sales through operation of a small refinery, refined products being sold 
in the adjacent sparsely settled area. 

In submitting this statement, we believe the information herein is pertinent to 
‘hearings held by the Senate subcommittee as it will deal only with actual facts 
in connection with the operation of the existing Leasing Act; and will show just 
how it has operated in our instance. 

Pursuant to oil discovery on certain lands held under prospecting permit, on 

January 3, 1924, the Department issued an A and B lease to Raven and oil was 
produced from the shallow shale zones of the A lease for the entire 20-year period. 
The recovery of such oil was not large as it was limited to the small available 
market as there were neither railroads, pipe lines, nor improved highways for 
adequate, economical transportation to larger markets. During the last 3 years of 
the 20-year-lease term, production was expanded py the trucking of crude to the 
Salt Lake City area because of improvement in our highways. However, pro- 
duction from the shallow zones from the lease probably did not exceed 250,000 
barrels during the entire term of the lease. 
. In order to better develop the lease and test lower horizons, Raven in 1930 
entered into an agreement with the California Co., whereby California agreed to 
drill a deep test well on the A lease. This resulted in the discovery of oil in the 
Weber formation below 5,5CO feet during 1932 and the well was finally completed 
and tested in 1933. This well, California Raven No. 1, proved to be the discovery 
well in the Weber formation in the Rangely Field, testing about 225 barrels daily 
following shooting of the formation. 

Because of the general overproduction of oil and the economic conditions pre- 
vailing at that time and the lack of adequate economic markets and transporta- 
tion facilities, the field still lacking satisfactory transportation and markets, the 
well was shut in and continued shut in until September 21, 1943. On this date, 
the well was placed on production with the oil being transported to Salt Lake 
Cify by truck, made possible by improved highways for most of the distance of 
235 miles. It has remained on production steadily since then, subject to the 
difficulties of truck transportation during wartime. 

As the 20-year period of the “A” lease expired on January 3, 1944, the lessees 
(now California and Raven) received the benefit of the preferential 5 percent 
from September 21, 1943, until the expiration date, or slightly more than 3 
months, during which, approximately 13,000 barrels of Weber oil were sold. It 
may be said, therefore, that so far as the deep production is concerned, the 
lessees received practically no benefit from the 5-percent royalty rate. Under 
date of January 1, 1944, the Department issued a 10-year renewal lease, Form 
4-973, pursuant to the lessees’ application, which provides for a step-scale royalty 
rate, and under which terms, the lease is presently operated. 
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On two occasions, the lessees made application to the supervisor of the United 
States Geological Survey at Casper, Wyo., for permission to segregate the lease, 
that is, separate the shallow and deep horizons. These requests were denied 
with the advice that the Department could not recognize any segregation under 
the lease. Accordingly, following the inception of the renewal lease, the lessees 
made return of royalty for the first month’s sales of crude by adding both the 
Shallow wells and the deep well together to determine the daily average pro- 
duction for rovality-computation purposes. This resulted in an average daily 
production in the 110-barrel bracket which provides a royalty rate of 12% percent. 

However, the Department which previously had refused to recognize any Seg- 
regation under the lease, now proceeded to effect such segregation itself for 
purposes of royalty computation. In submitting its royalty statement for the 
same month, it allowed a royalty rate of 1214 percent on the shallow sales as 
the daily average production fell in the 110-barrel bracket. On the deep pro- 
duction, however, the one producing well had produced at a rate daily which 
placed it in the 150—200-barrel bracket and royalty was charged at the 20-percent 
rate on the deep oil. The lessees protested this decision of the supervisor and 
filed an appeal therefrom to the Secretary in accordance with the regulations. 
Although it has been 18 months since this appeal was made, decision has not 
yet been rendered by the Secretary. In the meantime, the lessees continue to 
pay deep-oil royalty on the basis outlined, at least 2 months in the 21-percent 
bracket but usually at the 20-percent rate, which usually runs from $900 to $1,200 
per month out of a gross maximum monthly income of $6,000. If the Depart- 
ment would follow their own rule on segregation, the royalty rate would be but 
12% percent on both: shallow and deep oil. 

Overlooking the excessive high cost of drilling the discovery well, recent de- 
velopment of the Weber zone shows that the cost of drilling these wells runs in 
excess of $125,000 per well. With the step-scale royalty rate running as high 
as experience, has shown it to be, Raven receives but 40 percent of the gross in- 
come from the deep zone and with drilling costs being what they are, it is difficult 
to see how we can pay for development and producing costs and still earn a 
fair and reasonable profit for its expenditures, efforts, and risks. Faced with 
a peacetime market and a posted crude-price scale of 10 cents below Mid-Conti- 
nent postings and with lifting costs bound to increase as natural pressures de- 
crease, it is readily apparent that the return of its investments will be slow. 
There is and has been, considerable discussion in Washington about helping 
small business. Raven is small business and its prospects under the sliding-scale 
and step-scale royalty applicable to its leases will hardly warrant any great 
optimism. 

We believe that these types of royalty rates are excessive particularly in the 
mountain area where all costs are high, the crude market is limited and trans- 
portation costs and difficulties are high and many. The actual determination of 
royalty oil, which should be a simple matter, is made very complicated by vari- 
ous rules and regulations which hardly should be applicable to royalty determina- 
tion, but which may cost the unwary operator considerable. Even if the step- 
scale royalty is reasonable on previously producing leases, we cannot see any 
justification for the first step above 1214 percent to be 18 percent, a jump of 
514 percent. A step of 1 percent on brackets not lower than now provided in the 
lease would be more reasonable and equitable. Further, these high rates do not 
attempt to distinguish between high- and low-cost operations. 

We believe that this bill should be amended to provide a flat royalty rate to 
the Government of 12% percent on all leases as it is a fair and reasonable rate as 
evidenced by the almost universal use of this rate in the oil country, the result of 
experience gained throughout the history of the oil business. It is also fair and 
reasonable in this instance of a renewal lease covering a previously producing 
leasehold as no large amount of oil was produced from the lease under the prefer- 
ential royalty rate from the shallow zone: and the lessees received practically no 
benefit from this rate on the deep production. We believe that these higher roy- 
alty rates tend to restrict develonment of Government leases and that establish- 
ment of a flat 1214-percent rate in place thereof will stimulate operations and 
probably provide the Government with better income than it now receives from 
higher rates. Increased rates may well mean decreased revenue. 

Raven has generally enjoyed satisfactory and pleasant relations with employees 
of the United States Geological Survey charged with supervising actual field oper- 
ations; we have found them fair, reasonable, and cooperative, well deserving 
commendation for the manner in which they carry out their duties. 


‘ 
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We wish to thank the committee for this opportunity of presenting the facts 
‘herein and trust that they may receive favorable consideration, that they may 
‘be helpful in providing legislation which will establish lease terms, royalties, and 
regulations that are satisfactory and reasonable, mutually beneficial to the lessor 
‘and lessee. 

Respectfully submitted. 

RavEN OIL & REFINING Co. 
By R. A. BRYSON, 
Secretary-Treasurer. 


UNITED STATES SENATE, 
September 17, 1945. 
Hon. Cart A. HATCH, 
Chairman, Senate Committee on Public Lands and Surveys, 
United States Senate, Washington, D. C. 


DeAg SENATOR: With reference to S. 1236, which is before the Senate Commit- 
tee on Public Lands and Surveys: I have a letter from Kar] F. Crass, Esq., Denver, 
Colo., a copy of which is enclosed and which will explain itself. 

I shall appreciate it if your committee will consider Mr. Crass’ amendment to 
S. 1236 as set forth in his letter. 

I am 

Sincerely, 


EUGENE D. MILLIKIN. 


DENVER, COLO., September 14, 1945. 
Hon. Eveense D. MILLIixINn, 
United States Senator, Senate Office Building, 
Washington, D. C. 

Dear Sim: As attorney for several independent oil and gas operators in the 
Rocky Mountain area, I had planned to attend the hearings recently held at 
Denver, Colo., by the Senate Public Lands Subcommittee on S. 1236, being entitled 
“A bill to promote the development of oil and gas on the public domain and on 
lands acquired for the Appalachian National Forest, and for other purposes,” 
and I had intended to submit to the committee for its consideration an amendment 
‘to that bill calculated to remove certain limitations upon operations on Govern- 
ment lands which were carried into this bill although, as proven by past experi- 
ence, they are most burdensome to the smaller independent oil and gas operators 
without serving the interest of the United States of America. Owing to cir- 
cumstances beyond my control, it became impossible for me to attend these hear- 
ings, and I now take the liberty of reeommending to the committee for considera- 
tion that section 2 of this bill be amended by adding after the word “Act” in line 
16 on page 10 of the printed copy of the bill the following: “Provided, That the 
ownership of any such lease or leases in undivided interests by two or more 
holders thereof shall not be deemed to create a separate association between or 
among such holders: And provided, further, That no contract for development or 
operation of any lands leased hereunder, whether or not coupled with an interest 
in any such lease or leases, shall be deemed to create a separate association 
between ov among such contracting parties.” 

It is mv understanding that following the decision in Edward Lee and Viola 
Conklin (51 L. D. 299), the Department of the Intcrior, nothing to the contrary 
appearing, now presumes that joint applicants for an oil and gas lease, or the 
joint holders of such a lease, must be deemed united and acting together by 
mutual consent or compact for the purpose of prospecting the land covered by 
the lease, and as such, to constitute a single entity or an association. The 
Department of the Interior also takes the position that the participants in opera- 
tions under an operating agreement with a common operator constitute an 
association. 

This amendment, if made, will enable smaller independent operators to pool 
their interests and to have them developed and operated by a common operator 
without in so doing being limited to the acreage, which, under the act as now 
drawn may be held by one individual, an association or a corporation; and will 
enable them not only to reduce costs but also, by sharing costs, to minimize their 
individual risks. 
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It frequently happens that a number of small operators, who are unable to 
assume singly the risks connected with present-day deep-drilling operations, 
desire to undertake jointly the development and operation of a block of acreage. 
Wildeatters who explore the country for oil and gas reserves should be accorded . 
all possible advantages for their hazardous work, and they should not, because 
of a narrow construction of acreage limitations in the act of Congress, be com- 
pelled to surrender to outsiders without consideration any acreage explored by 
them which, judging from their surface work, promises to contain oil or gas. 
On the contrary, they should be entitled to hold as a group in undivided interests 
or otherwise the acreage which they, in the aggregate, could hold individually. 
By permitting this, each member of the group would still be charged with his 
proportionate interest in the acreage held by the group, but he could not so hold 
more than the acreage he is otherwise allowed to hold under the act. 

It has been suggested that the provisions of the act permitting unit operations 
afford the relief sought to be gained by this‘amendment. That such is not the 
case is immediately apparent when attention is called to the oft-occurring situa- 
tion where all leases involved are Government leases. In such case, there is no 
need for unitization, and, as I understand, unitization will not be permitted by 
the Department of the Interior. 

This amendment would merely limit the meaning of the word “association” as 
now understood by the Department of the Interior, and operations permitted by 
it would not result in a waiver of acreage limitations as in the case of unit 
operations. Furthermore, this amendment, while resulting in a great aid to 
small operators, and in greater development of the public domain, would not allow 
a person, corporation, or association to hold a single acre of land in addition to | 
that now permitted by the act. 

Very truly yours, 
KARL F, Crass. 


KERLYN Ort Co., 
Oklahoma City 2, Okla., October 31, 1945. 
Re: S. 1236. 
Mr. W. H. McMalIns, 
Secretary, Subcommittee of Committec on Public Lands and Surveys, 
United States Senate, 313 Senute Office Building Washington 25, D.C. 


Dear Mr. McMaIns: At the hearing in Denver on August 30, 1945, conducted 
by the subcommittee of the Committee on Public Lands and Surveys of the 
United States Senate, you will recall that I testified representing the Kansas- 
Oklahoma division of the Mid-Continent Oil and Gas Association. I am chair- 
man of a subcommittee of the legal committee of the Kansas-Oklahoma division 
of the Mid-Continent Oil and Gas Association, the subcommittee functioning 
in connection with public lands matters. 

My subcommittee had considered in detail S. 1236 and had authorized me to 
advocate certain changes in the bill, and in my testimony I stated that my 
committee had definite suggestions as to some rewording of the bill and that 
we would be glad to submit for detailed consideration such suggested changes 
to whomever might be designated. Senator O’Mahoney responed by saying that — 
his subcommittee would be glad to have us submit any such detailed suggestions 
to you. 

Subsequently, at the request of Mr. A. C. Mattei and Mr. W. H. Ferguson, 
who together with Mr. Hal Stewart were to meet with a committee of the 
Department of the Interior to discuss S. 1236, I joined with these men and 
with Judge Holloway (an associate of Mr. Mattei’s) on October 10 in an all-day 
discussion with the committee of the Department of the Interior, and during 
_ the course of that discussion all of the specific changes which my committee, 

representing the Mid-Continent Oil and Gas Association, felt should be con- 
sidered were discussed and in most cases the exact suggested language was | 
given to the departmental committee. It is my understanding that the chair- 
man of the Senate subcommittee has been informed of the substance of these 
discussions which have been held with the personnel of the Department of the © 
Interior and in the light of this situation and after discussion with other mem- 
bers of the Mid-Continent Oil and Gas Association we feel that it would prob- 
ably only tend to confuse the situation if we were to submit any detailed amended 
bill, and consequently we are not doing so. I might say also that the changes 
which we recommended were in exact conformity with changes recommended 
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by representatives of the Rocky Mountain Oil and Gas Association. We still 
adhere to the principles which were the basis of my testimony at Denver and 
which, if observed, would necessitate some changes in S. 1236, and we feel 
confident that the testimony adduced at the hearings at Casper and Denver 
substantiate our position and that changes desirable and advantageous to the 
public interest by way of some liberalization of the provisions of the bill in order 
to attract greater exploration of the public domain by the petroleum industry 
will be made. 
Very truly yours, 
DEAN TERRILL. 


cc: Hon. Joseph C. O’Mahoney, Hon. Edw. V. Robertson, Hon. Antonio M. 
Fernandez. 
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